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THE APPLICATION OF THE SENIORITY CLAUSE IN 
CANADIAN COLLECTIVE BARGAINING 
AGREEMENTS — 1948 
By WM. H. YEATES 


cee. as in other countries, collective bargaining agreements play 
an important part in establishing the structure of relations between 
employers and their employees. During the past five years, unionization 
of industry has greatly increased the amount of collective bargaining in 
Canada. The seniority clause is one of the most important component 
parts of the bargaining contract and it is with this clause that this report 
will deal. 


Recognition of seniority has been practiced by most Canadian indus- 
tries for many years although often there have been no written agree- 
ments. Seniority in these companies was practiced in order to give to the 
long service worker preference in cases of lay-off, transfer and promotion. 
Other industries, such as the railroads, have had written agreements, in- 
cluding seniority clauses, for over forty years, and these contracts have 
served as the basis of Canadian collective bargaining. 

Bargaining within mass production industries is, however, a recent 
innovation. Management over the past decade has begun to realize that 


the de-skilling of labour means that management must give the worker 
some type of job security. Unfortunately, a few companies felt that there 
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was no necessity to give the long service worker preference. This was 
especially prevalent in those industries in which there were a very small 
number of highly skilled employees. The skilled labour of trade unions 
have been organized for a number of years but it has only been in recent 
years that the largest number of mass production workers have been 
organized. 


The increase in certification of unions has brought about rapid 
increase in the number of bargaining contracts in which seniority regula- 
tions are expressed. In those companies where unionization has been 
bitterly opposed, the union has attempted to get the best possible 
security. This shows up in the long detailed seniority clauses which are 
prevalent in the agreements of those companies where labour and man- 
agement have had many disputes. Unfortunately many companies have 
taken their seniority clauses directly from some other agreement without 
reference to their own specific conditions within their respective com- 
panies. Seniority rules and regulations concern every employee who 
comes under the bargaining agreement, and management should make 
sure that the seniority clause fits the conditions within its own enterprise 
before any definite commitments are made. Management must make 
clear and definite policies as to its position in regard to seniority. 


Management must take merit and seniority into consideration if it 
wishes to retain all of its rights of management. Seniority by itself cannot 
be used as the sole criterion in making promotions, transfers and lay-offs 
but it should be given some consideration. Most workers will not bother 
if promotions are based upon merit but they will be disturbed if a com- 
pany promotes indiscriminately. If merit is not taken into consideration, 
the union will press for rigid and strict seniority regulations which will 
affect company ‘policy. 


In the following report the author will try to develop the nature of 
the security clause along with its component parts. Unfortunately because 
of the size of the sample and the concentration upon industry in Southern 
Ontario, the agreements may not be indicative of the contracts through- 
out the entire country but it is felt that the breakdown of the seniority 
clauses on hand will show the trend of seniority in Canada. The seniority 
clause has a definite effect upon the operating policy of a company and 
some of these effects, good or bad, will be indicated in the report. 


THE ACQUISITION AND RETENTION OF SENIORITY RIGHTS 


Seniority rules are fundamentally designed to give employees an 
equitable measure of security, based upon the length of continuous ser- 
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vice with the company. This measure of security is formally put into 
writing through the seniority clause of a collective bargaining agreement. 
Seniority is not applied on an absolute basis unless it is so specified in the 
agreement because seniority rights are generally regarded as only a pref- 
erence in employment. For the individual worker, there are many factors 
which determine the value of seniority regulations to him. Because of the 
various manners in which senority is developed such as departmental, 
plant-wide, divisional and company seniority, the application of service 
rights is a very complex problem. 


A. The Calculation of Service Credits 

Service credits are, as a rule, based upon the length of service with 
the company. Seniority lists are usually made up in one of two ways. 
The first method is that of compiling the list with the most senior em- 
ployees at the top, based upon the original date of hiring. The second 
method shows the number of years, months and days seniority for each 
man, again with the most senior employees at the head of the list. Nearly 
all service credits are based upon “continuous service” with the company 
and the method of determining continuous service is usually defined. 
Continuous service is usually employment without breaks, other than 
those allowed for recognized absence. 


The determination of what constitutes a break in the service record 
is an important factor in the determination of service credits. Another 
item is the district or unit in which the seniority is built up. In some 
industries, seniority is based upon departments while, in others, credits 
may be based upon occupation or upon a plant-wide basis. This factor is 
often further complicated by the fact that, in certain companies, a worker 
can build up occupational, departmental and plant seniority, each of 
which can be used under certain circumstances. 


B. Retention of Service Rights 
1. Loss of Employment 


Service credits are usually severed when an employee quits, is dis- 
charged for cause, or when he fails to report within a certain number of 
days after notification to return to work. There are a number of other 
reasons for severance of service credits, which are specifically laid down 
in the individual bargaining contract. The following excerpt is illus- 
trative of the severance of employment clause. 


“Continuous service and employment by the company shall be termin- 
ated under the following conditions: 


(a) When an employee has been discharged for cause; 
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(b) When an employee resigns; 


(c) When an employee is absent for a period exceeding twelve 
months for any reason, except with the written consent of the 
company; 

(d) When an employee is absent for more than three working days 
without notifying his foreman or the employment office; 


(e) When an employee fails to return to work at the termination of 
a leave of absence except with written consent of the company; 


(f) When an employee fails to report for work within eight work- 
ing days after being instructed to report by mailing to him a 
registered notice at the last address appearing on the office 
records, unless the employee has obtained a written leave of 
absence from the company for a period which does not expire 
within eight days.” ' 


Where a company, whose seniority basis is divisional or plant-wide, 
has a number of plants, the seniority of men who are transferred from 
one plant to another has to be adjusted as in the following example: 


“Absence from employment in this plant because of transfer to some 
other plant of the company or to some other employment with the 
company will not break seniority.” ” 


2. Lapse of Seniority During a Prolonged Lay-off 

The lapsing of seniority after a prolonged lay-off has been a con- 
tentious point between management and labour for many years. Gener- 
ally speaking, management would prefer that an employee’s seniority 
rights lapse after a lay-off of over six months. In this manner, seniority 
lists may be diminished in size during a depression and those workers, 
who have been hired during boom times and for whom there is very little 
likelihood of continuous work, will be cut off the seniority rosters. 


In the sample taken by the writer, at least three-quarters of the con- 
tracts show that seniority will lapse after a lay-off of from six to twelve 
months. 


The natural desire for job security has made union leaders insist on 
seniority rights being continued when workers are furloughed through 
no fault of their own. It has been pointed out that, during major depres- 
sions, many workers with a great deal of service have been laid off for 





1 Steel Co. of Canada and The United Steelworkers of America 
2 General Steel Wares and The United Steelworkers of America 
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periods up to three years. Although the workers have been re-hired 
when times became better, they were hired as new employees. 


Seniority rights, once acquired, have been highly cherished by em- 
ployees and, if they lose these seniority rights after an extended lay-off, 
they can resecure employment only in competition with other workers. 
This problem has not shown itself to any great extent in Canada, mainly 
because of the short period in which collective bargaining has been in 
effect. Certain compromise agreements, however, have been worked out 
by various industries. 


In the automotive business, where seasonal unemployment shows up 
to a greater extent than in most other industries, the allowed lay-off is 
usually of longer duration. 


“Seniority rights shall cease: 


(d) In case of non-employment by the company for a period of 
twenty-four consecutive months.” ? 


In other agreements, the allowable lay-off period has been related to 
the length of previous service. The advantage of this type is that the 
union attains its objective of protecting the seniority rights of the long 
service worker while the company is relieved of a long-term obligation to 
workers, who have been taken on during boom times and for whom there 
is very little chance of re-employment. Many unions favor this type of 
clause because it insures the long service worker of employment, if there 
is any work, and it also curtails the number of employees that would have 
to be carried on the active seniority list of the company. These labour 
leaders feel that a large seniority roster might force a policy of work- 
sharing which might lead to internal dissension within the union ranks. 
The company, on the other hand, wishes to keep as stable a working 
force as possible but it cannot do this if it has to be responsible for those 
workers that the company has had to hire during periods of high business 
activity. 


One of the clauses giving this type of protection is set forth below: 
“In the event of a lay-off permanent employees will continue to enjoy 
seniority rights unless: 


(a) An employee with less than five (5) years’ continuous service is 
away from the company’s employ for a period of one (1) year; 





3 Motor Products Corporation and Local 195, United Automobile Workers 











The Quarterly Review of Commerce 


years.” 4 


3. Leaves of Absence 


seniority leaves of absence authorized in writing. 


War Service 


with war service it is agreed that: 


Armed Forces. 


abilities, regardless of seniority. 


the forces whichever is lesser.”’ * 


Personal Reasons 





4 American Can Company and The International Association of Machinists 
5 Dominion Electrohome Co. and The Amalgamated Workers’ Union 


































(b) An employee with five (5) years or more continue service is 
away from the company’s employ for a period of two (2) 


The only other concession that appears to have been granted quite 
often in Canadian agreements in regard to seniority breaks after a pro- 
longed lay-off, is that of leaving negotiations open between the company 
and the union after the allowable lay-off period has elapsed. Thus a 
longer period of absence can be negotiated without seniority severance. 


Leave of absence is commonly granted without loss of seniority for 
a veriety of reasons such as sickness, absence for specified reasons, mili- 
tary service and union activities. The most important aspects of the leave 
of absence clauses are the amount of time specified for the type of leave, 
the possible extension of such furloughs and to whom application must 
be made. Another problem is that of whether seniority shall accumulate 
during leaves of absence from work. Most union leaders maintain that 
seniority should accumulate for such absence and although some com- 
pany officials disagree, there appears to be a trend toward the cumulative 


Although there has been very little uniformity in leaves of absence 
clauses, some of the representative clauses are indicated below. 


“In order to facilitate the return to civilian occupation of employees 


(1) The Company’s returned man, in accordance with its Re-estab- 
lishment Policy, will receive full credit for the time spent in the 


(2) The Company’s returned men, who come back with a significant 
disability will be given a job which is suited to their remaining 


(3) Veterans who are hired within one year after discharge from the 
Armed Forces will be given, after three months’ probation, one 
year’s seniority credit or credit for the actual period of service in 


“The Company will grant leave of absence for a maximum period of 
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four months, to any employee for legitimate personal reasons which 
will include, for female employees, pregnancy, and any person who 
is absent with written permission shall not be considered to be laid 
off, and his seniority shall continue to accumulate during his 
absence.” 


Union Activities 
“Any employee who is elected to or selected f>r a full-time position 
with the union shall be granted leave of absence for a period not to 
exceed one year, and while on such leave of absence shall not lose 
his seniority status, but shall enjoy cumulative seniority.” ’ 


C. Seniority Status of Particular Groups 
1. Preferred Status of Union Officers and Stewards 


Certain rights, in regard to leave of absence, have been given to 
union men. Besides this concession, a large number of mass production 
industries have had to give the shop stewards, union officers and shop 
committee a preferred status on the seniority list. Often this clause acts 
as a reciprocal clause to the management clause of being able to keep cer- 
tain junior workers during a period of prolonged lay-off. In certain 
agreements, stewards and shop committee men appear on a separate list 
of men that management wishes to retain during slack periods. Often in 
cases where special preference to stewards is being given by the company, 
management is hoping for a continuity of the bargaining committee. 
Many companies have found that a more responsible and reasonable 
union committee results when turnover of the stewards is held to a 
minimum. Actually preferred status for union officers is as yet not very 
prevalent in Canadian contracts. The following sections from the con- 
tracts indicate this type of status: 


“In the event of a lay-off, recognized stewards, zone committeemen 
and local union executives except as otherwise requested by the 
union shall be retained by the Company so long as work is available 
which they are willing and able to perform, notwithstanding their 
position on the seniority list.” * 


“Members of the Plant Committee and the Shop Stewards will be re- 
tained in the employ of the Company during their respective 
terms of office notwithstanding their positions on the seniority lists 





6 Hoover Co. Ltd. and The United Electrical, Radio and Machine Workers of America 
7 American Can Co. and International Association of Machinists 
8 John Inglis Company Ltd. and United Steelworkers of America 
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so long as the Company has work available which they are qualified 
to perform.” ° 


Some local unions are not too sympathetic to preferential seniority 
treatment for union officers and shop stewards with the result that in 
several industries, the branch locals do not get preferential seniority 
treatment. In the majority of plants of one company, union officials are 
given preferential seniority treatment but, in one plant, the union offi- 
cials are not given preference because the plant committee is junior in 
seniority to most of the employees. There is a possibility that certain 
union officials might take office just to obtain a break on the seniority 
list in case of lay-off. However, many union officials will not take pref- 
erential status because they feel that the union members would not 
approve of such a preference. 


2. Temporary or Probationary Employees 

Workers, who are employed on temporary work for short periods, 
usually do not enjoy seniority rights. In Canada, this includes students 
and casual labour who are employed to ease employment pressure during 
summer vacations and peak production periods. Most agreements pro- 
vide that, if temporary workers become permanent employees of the com- 
pany, their seniority shall be retroactive to the date of joining the com- 


pany. 


By far the larger group of employees who do not enjoy seniority 
rights are the newly-hired or probationary employees. Both unions and 
management agree that a worker should prove his ability to do the job 
before he should become a regular employee of the company, and enjoy 
the seniority rights of a permanent worker. Thus, during a specified 
period, management usually retains the unqualified right to discharge or 
lay-off the probationary worker. At the end of the trial period, the 
worker usually obtains retroactive seniority to the date of his original 
employment. A typical provision of this type is noted below: 


“Employees shall be regarded as temporary employees for the first 13 
weeks of their employment. A week shall count as any week during 
which they have worked over 24 hours. During that period, they 
will not have any seniority rights as such, and the Company will not 
be responsible for their continuation of employment or re-employ- 
ment. If any employee’s services are satisfactory during the trial 
period, at the completion of this period he will attain the status of a 
regular employee and will be given a seniority date as of the first 





9 De Havilland Aircraft and United Automobile Workers 
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day of his continuous employment. An absence of six or more 
months for any reason prior to the completion of the trial period will 
sever the continuous service record.” '° 


There has been a great deal of controversy about the length of time 
that an employee remains on the probationary list. Management has in- 
sisted that the probationary period be from four to six months in duration 
while the union maintained that the company should be able to discover 
an employee's ability in thirty days. Management has desired that a longer 
period of probation should be in force because it wishes to have plenty of 
time in which to determine whether a new employee has the ability and 
can attain the efficiency to do a certain job. Trade and aptitude tests are 
still relatively undeveloped so that an employer can only determine a 
worker's ability by his actual performance on the job. 


After the recognition of unions by industry generally, the clamor for 
shorter probationary periods has quieted. The union members realize that 
it is a great deal easier to lay-off a probationary employee than it is to 
share work with an employee who has only been with the company for 
possibly four months. 


In some companies, the unions are still pressing for shorter proba- 
tionary time because they feel that a worker hesitates to join a union 
until he has become a full-fledged member of the company and is entitled 
to seniority rights. These unions feel that it gives the company a chance 
to see how active a union man that the new worker will become if the 
longer period of probation is in effect. 


In the long run, the longer probationary period does not in any 
manner harm the long service worker because the burden of lay-off is 
shifted to the short service or probationary worker. A long period of 
probation means that a group of junior workers are excluded from work 
security during depressed business periods as they will not have any sen- 
iority rights and will be the first employees furloughed in the case of a 
lay-off. 


3. Preferred Status for Injured Employees 

The status of the employee who is injured on the job has been a 
sounding board at many bargaining meetings. The injured employee is 
gradually getting preferred seniority rights while he is disabled. As an 
example of this type of clause, this typical excerpt is shown: 


“In the event of an employee suffering a major disability exception 





10 Kellogg Co. of Canada Ltd. and The International Chemical Workers Union 
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may be made to the seniority provisions of this agreement in favor of 
such employee.” " 


4. Supjervisory Workers 

When working forces are curtailed, the problem of what to do with 
surplus supervisory workers rears its head. Some employers feel that as 
foremen are most highly trained workers on the force that they can dis- 
place a workman on any job. The agreements, however, do not usually 
allow for this type of demotion except in the case where a person who 
was covered by the agreement is promoted to supervisory level and then 
becomes a workman again. Under a number of agreements, he retains his 
seniority standing. 


“Those promoted to supervisory positions, or those positions not sub- 
ject to this agreement will retain their seniority after promotion and 
if demoted for any reason, the time served in the supervisory position 
shall be included in their seniority rating.” ™ 


5. “Trainees” and College Graduates 

Production workers are very apt to object to work being done by 
trainees or technical workers which might displace a regular worker. 
Training upon the job must be given to trainees but the company should 
use discretion in the manner in which these workers are employed within 
the shop. The provisions for this can be handled either in the exemptions 
for those being covered by the contract or by a separate clause in the 
agreement. 


“It is recognized that the Company may exercise its right to place 
employees for the purpose of providing technical or other special 
training or preparing them for supervisory or administrative posi- 
tions as has been its usual practice heretofore.” 


6. Apprentices 

Usually apprentices are not given any seniority rights at all and in 
numerous cases, they are not qualified under the union agreement. Thus 
they usually do not acquire seniority rights until they become full-fledged 
workers. In companies where the apprentice becomes a skilled worker 
upon larger machines or in a technical field, various seniority rights may 
be given to him such as one-half of the time spent on apprenticeship. 


D. Seniority Rosters 
The question of an employee’s place on the seniority roster often 





11 The Canadian Bridge Co. Ltd. and United Steelworkers of America 
12 Transport Companies and Teamsters Union 
13 Steel Co. of Canada and United Steelworkers of America 
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raises a controversy between labour and management. In the vast per- 
centage of Canadian contracts, the seniority list must be compiled but it 
does not always have to be posted. Those companies, who look upon 
promotion and lay-off as management prerogatives, are often reluctant 
about posting of seniority lists. This is true especially where ability and 
fitness to do the job are taken into consideration in promotion and lay- 
off. The publication of a seniority list would tend to give the worker a 
false sense of security. The general practice has been to aliow union rep- 
resentatives to see the seniority lists and in many cases, the seniority list 
has to be submitted every so often to the union. 


Often the contracts call for the union representative to discuss the 
seniority lists with management before any workers are laid off. These 
discussions are often further complicated by the fact that, in certain com- 
panies there are two or three different seniority lists kept by the company. 
Two sample provisions are quoted below: 


“Seniority lists, based upon the date on which employees commenced 
to work for the company, shall be etsablished for each department as 
agreed upon between the Company and the Union. Such lists shall 
be posted in each department on a departmental and plant-wide basis 
and shall be revised every six months and copies sent in triplicate to 
the Union.” “ 


“Union representatives shall be given the opportunity to review all 
contemplated cases of lay-off before such lay-offs are made 
effective.” 


In more and more manufacturing industries where fairly rigid sen- 
iority principles are in force, it has become common practice to post the 
seniority lists so that a man’s position upon the roster can be definitely 
shown to him. This eliminates a great number of the possible seniority 
grievances. 


SENIORITY GROUPINGS WITHIN CONTRACT 


The most complicated seniority problems involve the determination 
of the groups within which seniority rights may be exercised. The com- 
plex organization of companies into departments, plants and divisions 
creates problems in the application of seniority rights due to the fact, that 
although seniority is supposed to be based upon length of service, certain 
types of seniority rules do not give the long service worker the amount 





14 Hoover Co. Ltd. and The United Electrical, Radio and Machine Workers of America 
15 Hamilton Harvester Works and United Steelworkers of America 
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of seniority that seniority rules are designed to give him. There is no 
perfect seniority system for every company but each individual case must 
be considered. Four or five different types of seniority groupings will be 
explained in the remainder of this section. 


A. Craft or Occupational Seniority 

The railways were the original groups for craft seniority but in a 
number of machine shops, the craft system of seniority is now in exist- 
ence. In the railroad shops, workers usually held their craft seniority only 
at the point at which they are working or within the home district. In the 
agreement between the Railway Association and Division No. 4 Railway 
Employees Department A. F. of L., the employees only have seniority at 
the “point” where they are working, and if they transfer to another point 
they lose their seniority at the original point after ninety days and their 
seniority starts at the new point. (The agreement does make the exception 
that, if employees are transferred by mutual agreement from one point to 
another within the same terminal, they will carry their seniority with 
them.)'® Thus with the “point” method of seniority if there is a reduc- 
tion of staff, the senior member will “bump” the next senior man down 
the list so that the junior employee will finally be released. 


Even if seniority can be transferred when an employee is transferred, 
the railroad worker only has his seniority at the ‘point’ at which he is 
working. Thus if all work is cut out at one point, the long service work- 
ers will be furloughed while shorter service workers will continue to 
work at other points. This policy affects promotion of workers in the 
shop trades because the railroad companies cannot transfer men to open 
vacansies in other districts when the men will lose their seniority 
standings. 


In other railway contracts, seniority works upon a divisional basis 
which will give the workers scope of promotion. The divisional basis is 
in effect with the running trade where the employees gain seniority in 
several groups such as moving from fireman to engineer but still main- 
taining seniority in the fireman group. Thus where this type of basis is 
being used seniority’s chief attribute is that it entitles employees to choice 
of runs. 


Where craft seniority is being used in manufacturing industries a 
worker can be promoted within his craft but to different class. Thus a 
skilled machinist may have seniority in Millwright, Machinist second 
class, and Machinist first class. If a lay-off occurs in the machinists first 
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class group and the worker is a junior member of that group, he can exer- 
cise his seniority in the Machinist second class grouping. 


The Canadian National Railway and the Order of Railroad Teleg- 
raphers in their recent contract introduced a clause whereby telegraphers 
who do not come under the jurisdiction of the contract could apply for a 
position under the agreement. This type of clause allowed the railway 
some leeway for the promotion of telegraphers. 


Classification of craft seniority has worked fairly successfully on the 
railroads and in certain manufacturing industries because the occupational 
groups are clearly defined and the jobs within each group are easily 
interchangeable. Also there is a logical promotion within certain groups 
while total unemployment on the railroad is not as irregular as that in 
many mass production industries. 


B. Departmental Seniority 

1. Straight Departmental Seniority 

The straight departmental seniority limits the accumulation of sen- 
iority credits to the particular department in which the employee is 
working. When this system of seniority is in force, the lowest service 
employees in the department are laid off first when there is a lay-off in 
that department. The advantage to management is that it does not have 
to retain workers as it would have to do if if plant-wide seniority were in 
effect. However, this type of seniority has two disadvantages to manage- 
ment: (1) It is based upon the theory that all jobs with the department 
are interchangeable; this may be applicable in some industries but in 
others, straight departmental seniority can only apply if the employee is 
qualified to perform the job available, and (2) A number of long service 
workers may be put out of work if one department should be closed 
down. The straight seniority system can be modified by the establishment 
of occupational groups within the department which will bring in the 
qualification requirements that may be necessary. 


2. Occupational Groups Within Departments 

The use of occupational groups is particularly stressed in the auto- 
motive companies where the departments are often so large and diversi- 
fied that employees are not qualified to do all jobs in a department so 
that occupational groups are established. A good definition of the occu- 
pational group is quoted from the Walker Metal Products Ltd. and 
U.A.W.-C.L.O. contract. 


“The expression, occupational group, when used herein shall mean 
one or more groups of employees within a department, the members 
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of which are determined as qualified to perform any specific opera- 
tions or duties therein as specified by the company subject to griev- 
ance procedure.” 


The basic thought behind the occupational groups seniority is that 
the workers are included in a grouping in which they are qualified to do 
all the jobs, and that the groupings are non-interchangeable, that is, if a 
worker is laid off in one grouping, he cannot “bump” a man with less 
seniority in another group. The employee is usually able to “bump” an 
employee with less seniority who is not included in an occupational group 
as long as the senior employee is qualified to do the job. 


A good example of that type of seniority is illustrated by the follow- 
ing section: 
“Seniority rights of employees shall be exercised as follows: 

a. An employee in an occupational group shall be entitled to sen- 
iority over an employee in that group having less seniority, and 
also over an employee with less seniority who is not included in 
an occupational group, provided in either case he is able and 
willing to do the different type of work required of him. 

b. An employee in any department of the Company’s plant shall be 
entitled to seniority over an employee therein having less senior- 
ity, if able and willing to do the different type of work required 
of him: provided that such seniority referred to in this sub-clause 
shall be only exercised in the event of permanent discontinuance 
of a specific major operation or of a department, or a major plant 
lay-off.” 7 


The major advantage to the limiting of the application of seniority 
to occupational groups is that management is relatively free of the prac- 
tice of wide-spread “bumping” (the use of seniority to push a less senior 
employee out of his job) in that the employees that remain at work are 
presumably qualified to do the job. However, there is the possibility that 
long service employees may be laid off in case of department shutdown 
unless there is a clause such as sub-section (b) as illustrated above. 


3. Inter Departmental Transfer 

At times, lay-off may be concentrated in one or more departments 
so that, where departmental seniority is in effect, many long-service 
workers would be thrown out of work. It is in such cases that the ques- 
tion of inter-departmental transfer becomes important especially when a 
worker is qualified to do the work being done in other departments. 





17 Walker Metal Products Ltd. and U.A.W.-C.I.0., Local 195 
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The Application of the Seniority Clause 15 


Where a straight departmental seniority is in effect, the transferred 
worker does not carry his seniority to the new department but becomes 
the junior member of that department. Thus he may be junior to em- 
ployees who are, in actual service, junior to the transferred employee. 
Another problem arising in transfer where straight departmental seniority 
is in use is that employees can not be taken on by the other department 
unless additional workers are needed in that department. The troubles 
outlined above have been especially prevalent in industries which have 
become enlarged due to war-work. In some companies, entire new depart- 
ments have been started, usually using short-service employees, then, 
when the war ended, some of the new departments continued in operation 
while other older departments were eliminated. Thus a number of long- 
service workers were released because they could not be transferred to 
another department. 


Many modern contracts allow the worker to carry his seniority to his 
new department ,especially where he has been transferred at the instiga- 
tion of the company. A probationary period in the new department is 
usually needed before accumulated seniority is transferred. In other con- 
tracts if the worker is transferred at his own request, he loses all of his 
seniority after a certain number of days probation in his new department. 


The following clauses illustrate the two cases in point: 

“When an employee is transferred from one department to another 
department the employee shall retain his seniority in the department 
from which he was transferred for ninety days, after which date, if 
the transfer remains in effect, his accumulated seniority shall be 
transferred and placed to this credit.” '® 


“Any employee requesting a transfer from one department to another 
shall, if transferred, retain his seniority standing in the department 
from which he was transferred for a period of thirty days, after 
which his seniority shall be limited to his length of service in the 
new department. If an employee so transferred does not do the re- 
quired work satisfactorily and maintain the standard rate of produc- 
tion established on the job within such thirty-day period, he may be 
returned to his former department if it is operating and to his job if 
and when it is operating.” 


Under seniority systems, employees will generally object to an influx 
of long service employees into their department where the new em- 





18 John Inglis Co. Ltd. and The Steelworkers of America 
19 The Steel Company of Canada and The United Steelworkers of America 
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ployee’s service credits are greater than that of many of the employees 
already in the department. This difficulty is shown by the following case: 


A worker, “A”, was employed on a production line job before the 
war in a steel fabricating firm. Upon his return from war service he was 
given a job on the production line and worked there for a year. At the 
end of this time he had eight years seniority. This man had a more than 
average amount of ability, with the result that the company wished to 
train him for a more responsible job and decided to train him as a welder. 
However, when the shop steward of the welders’ group was approached, 
he put in a complaint about transferring this worker because the worker's 
seniority was greater than that of three-quarters of the welders employed 
by the company. This illustrates the type of problem that may come out 
of inter-department transfer. Many compromise agreements have been 
used but the most of these are just applicable to the individual company 
and could not be used on an across-the-board basis. 


4. Conclusions on Departmental Seniority 

Where jobs requiring similar skill and experience are all combined 
in one department, departmental seniority is most effectively applied in 
these plants. They are, however, very few and far between, with the 
result that seniority principles generally must be changed according to the 
specific conditions under which the seniority rights have to exist. In some 
companies when there is a lay-off, the number of men laid off is propor- 
tioned amongst the various departments. When entire departments are 
eliminated, modification of departmental seniority has to be made, and 
the principle of plant seniority is often resorted to in order to level off 
lay-offs between departments. 


C. Plant-Wide Seniority 

The plant-wide or divisional seniority is a type of seniority in which 
the entire plant is treated as though it were one large department. The 
plant-wide seniority is very similar to departmental seniority because 
many departments in a large industrial enterprise are larger than the 
entire staff of some smaller industries. In most of the cases in the sample 
where plant-wide seniority alone was in effect the companies are rela- 
tively small. The plant-wide seniority provides the long service worker 
with his best protection and by inter-departmental transfer, gives the 
employee an incentive to qualify himself in a variety of occupations, but 
there are several very serious drawbacks. In the first place, management 
may have to keep aside certain essential workers and must definitely be 
able to maintain a competent and efficient force. Secondly, when there 
is a major lay-off, workers are continually bumping the junior employees 
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The Application of the Seniority Clause 17 


in other departments, which is liable to disrupt all of the departments in 
the company. 


The skill and ability clause definitely has to be applied to plant-wide 
seniority except in those few cases where the jobs are nearly all inter- 
changeable. It should be quite evident that certain skills cannot be 
acquired over-night with the result that, if the skill and ability factor is 
not specifically mentioned, there is usually an implied understanding that 
a worker must be able to perform a job before he bumps a junior em- 
ployee off of his job. Some managements feel that the union forces them 
to place workers upon jobs for which the workers are scarcely qualified, 
which results in inefficient operation. 


If a plant is to operate, it appears as though management will have 
to get together with the union, prior to any lay-off, to decide what quali- 
fications are necessary to do a certain job. In this manner, the hit and 
miss method of placing senior employees in case of a lay-off is reduced to 
a minimum. However, this usually entails the adopting of a job descrip- 
tion and merit rating system. The problem of bumping, if the trial and 
error method is used, is that, in extreme cases, the lay-off of one man 
may necessitate a dozen transfers. 


In conclusion, plant-wide seniority appears to be of practical value 
only in specialized units where many of the occupations are interchange- 
able. In most cases it has been found necessary to limit the application of 
seniority by giving considerable stress to the skill and ability factors. 


D. Plant-Wide and Departmental Combination Plans 

The most common type of seniority plan in large companies is that 
of a combined plant-wide and departmental seniority plan. Many com- 
binations can be made of these factors in relationship to lay-off, transfer, 
rehiring and promotion, but they are all based upon the one main theme, 
protection for the long service worker while management still retains its 
right to have a qualified working force. 


The main type of combination clause is that in which the longer 
service worker is given preference by being able to exercise his plant- 
wide seniority once his departmental seniority has been used up. In Can- 
ada there does not appear to have been given to the real long service 
worker the guarantee of work that has been given to the long-service 
worker in the United States. The best example of this preference clause 
that the author has acquired is given below: 


“When it becomes necessary to decrease the force in a department, 
then probationary employees shall first be laid off. If further reduc- 
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tions in force are necessary then employees having three (3) months 
or more, but less than thirty-six months (36) of service, shall be laid 
off on a departmental basis. 


Before employees who have a plant-wide seniority are laid off, 
the company will give consideration to operating the plant on a 
shorter work week schedule or a shorter daily schedule, provided 
such schedule can be carried out in a manner consistent with the 
efficient operation of the plant and provided representatives of the 
union are first consulted. 


If lay-offs are still necessary, the same shall be applied in the 
following manner: 


(1) An employee on the plant-wide seniority list shall be transferred 
to replace a shorter service employee, provided such employee 
is capable of doing the work of the shorter service employee and 
provided the longer service employee has one year more sen- 
iority than the shortér service employee. 


(2) When there is an increase in force, before new employees are 
hired, employees on the departmental and plant-wide seniority 
lists shall be returned to work in accordance with such lists in 
the reverse of the order in which they are laid off.” 7° 


The objective sought in broadening the scope of seniority rights of 
the longer service groups relative to the short, is to equalize, as far as 
possible, the average length of service in the various departments. The 
long service worker is kept on the working list while management does 
not have excess bumping because there are usually enough probationary 
and low service employees that very few of the more senior workers 
have to be released. The principle, although just, is sometimes very diffi- 
cult to put into force as the difficulty lies in determining the fitness and 
ability of the other workers to do the job and the relative pay decreases 
which the worker will have to take in his new job classification. 


The International Harvester clause, which has just been quoted, has 
several other aspects which will be dealt with briefly. 


The problem of work sharing with its subsequent corollary, a 
decrease in hours of work, is brought out in many of the contracts. With 
the evolution in labor practices during the past decade, the hours of work 
have become much shorter and the work sharing idea comes from this 
practice. The general feeling that senior workers should not be laid off 





20 International Harvester Co. and United Steelworkers of America 
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The Application of the Seniority Clause 19 


until the work week is reduced to a certain minimum number of hours 
has become much more prevalent and this type of clause is showing up 
more and more in contracts. It has been felt that a combination of sen- 
iority rights along with work-sharing is in many industries the best 
method of job protection to the employee groups. The use of work- 
sharing in industry undoubtedly depends upon the relations of the 
workers, union and management, and also upon the type of industry in 
which the worker is engaged. 


The other points are those of consulting the union representatives 
before work-sharing and major lay-off, and the re-hiring of workers in 
reverse order to that in which they were laid off. Both of these points 
are becoming much more prevalent in present day contracts. 


1. The first point indicates the responsibility that unions are taking 
in management and if the unions co-operate in a healthy fashion, 
a great deal of the trouble in connection with lay-offs can be 
eliminated. Good shop committees and stewards will help the 
union in negotiation with management and will also assist man- 
agement in dealing with the workers. 


2. The second point indicates again the preference to the long ser- 
vice worker in giving him any work that is available. This clause 
is of definite advantage to the union and if the skill and ability 
factor is established it is of advantage to management. 


Another type of combination clause which is found to a great extent 
in the automotive industry is that of plant-wide seniority in case of per- 
mament elimination of jobs or departments. The seniority rules are 
usually modified in these industries where there are frequent technolog- 
ical improvements which necessitate the elimination of certain groups. In 
such cases, seniority usually becomes plant-wide for long service workers: 


“Seniority shall be by departments or skilled occupational groups 
within the department. However, if any operation is discontinued, 
or if otherwise any condition arises which might involve the pro- 
tracted lay-off of employees in any such department or groups, 
seniority shall become division-wide for the employees concerned, 
and they shall be transferred to other departments or groups within 
such division on work they can satisfactorily perform or, within a 
reasonable time, become capable of satisfactorily performing and at 
the standard rate of pay for such work.” *! 





21 General Steel Wares and The United Steelworkers of America 
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Sometimes, where the technological changes are very great, it is very 
hard to find work for displaced personnel with the exception of general 
labour. This difficulty has brought about the use of union-management 
negotiation for occasions when jobs and departments are eliminated. 


In the automotive industry, regular seniority often exists until there 
is a major lay-off at which time the plant-wide seniority comes into exist- 
ence. This is another example of the combination departmental and 
plant-wide technique of seniority rights. 


Various other special plans of seniority have been evolved such as 
Lever Bros. step by step technique which is a system of orderly promotion 
but most of these plans are merely advanced stages of the combination 
seniority methods. 


SENIORITY AND ABILITY 


Although the ability and skill factors in regard to promition, lay-off, 
re-hiring and transfer are usually stated in the bargaining contract, sen- 
iority is generally applied as though these factors have been expressed. 
In this respect, there appear to be two limitations to the seniority prin- 
ciple. The first is where length of service will govern if the employee 
can satisfactorily perform the job. The second is where seniority will be 
the deciding factor only when several employees have the same skill and 
ability. The unions are now maintaining that, where the equal skill and 
ability factor is not expressed in the contract, the first limitation will 
prevail while, in other cases, they claim that straight seniority should be 
used. These limitations will be discussed in the following sections. 


A. The Ability Factor in Promotion, Lay-Off and Transfer 
1. Promotion 


In respect to promotion, the second limitation of seniority being the 
deciding factor where relative skill and ability of employees is equal, is 
the type of clause usually found in agreements. In companies where the 
work is relatively equal and experience counts, such as on the railways, 
seniority has been found to govern the promotion to another job or to a 
higher rate of pay. A company usually reserves the right to decide who 
has the most ability and skill to do a job but it is on this point of deter- 
mination of ability that a company has many a controversy with the 
union. In the case of promotion, the agreements over relative skill and 
ability are not as frequent as those in regard to lay-off. 


Several of the clauses illustrating seniority as guiding factor in cases 
of equally-qualified employees in regard to promotion are noted below: 
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“Promotions or transfers to higher rated jobs or to better jobs with 
equal rating, will be based upon the qualifications necessary to per- 
form such jobs. When factors of qualifications are equal the em- 
ployees with the greater seniority will be given preference.” ” 


“In cases of promotion, demotion or up-grading of employees, skill, 
ability, merit and efficiency of the employees shall be the governing 
factor.” 7? 


“Promotions to higher paid jobs, or better jobs with equal pay, shall 
be based primarily upon merit and ability but when other things are 
equal, except in affecting promotions to supervisory positions, the 
employees having the greatest seniority will receive the preference.” ** 


These clauses show that the seniority factor is of secondary importance 
to ability in the deciding of promotion to a higher classification of jobs. 
The last example shows the attitude of management in considering sen- 
iority in promotion to supervisory levels. In order to maintain the pre- 
rogative of management, to operate and manage the business, industry, 
as a whole, thinks that some clause such as the one above is necessary. 


The limitation of “seniority to govern” is not as common in respect 
to promotion as it is to lay-off but there are a great number of examples 
especially on the railroads. Several example articles are noted below: 


“Where a vacancy occurs, promotion within the employee occupa- 
tional group shall be according to seniority, providing that the senior 
employee can demonstrate his or her qualifications for such work.’’”* 


“Appointments shall be made by the supervisory officers, based on 
qualifications and seniority; qualifications being sufficient, seniority 
shall govern. The name of the appointee shall be bulletined within 
five days in the same manner as the position was bulletined.” *° 


These clauses showing this type of limitation are actually inherent in 
the job classification or the company concerned. However, many unions 
are fighting for the sufficiency of ability clauses in those places where 
there have been disputes over equal abilities. In many contracts, the pro- 
motion is only of a temporary nature until the promoted employee can 
show that he has the ability to handle the work. 





22 Canadian Acme Screw and Gear and United Automobile Workers of America (C.1.0.) 
23 De Havilland Aircraft and U.A.W.-C.LO. 

24 Walker Metal Products Ltd. and U.A.W.-C.1.0. 

25 General Steel Wares and United Steelworkers of America 

26 Canadian National Railways and System Adjustment Board of Employees (clerks, etc.) 
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2. Transfer 

The application of the ability, skill and efficiency factor to transfers 
is generally the same as for promotion. The reason being that transfer is 
usually made, except under certain circumstances, to obtain a better posi- 
tion. 


Thus, in most contracts, transfers to a better job are based on merit 
and if the merit of several employees is equal, seniority is the governing 
factor. In some cases seniority is the necessary prerequisite for the 
transfer, but the above rule generally prevails in transferring to receive a 
better position or a higher rate of pay. 


Neither of the limitations come into play when an employee asks for 
a transfer under other circumstances because he usually wishes to be 
transferred to a similar job in another occupational unit. 


3. Lay-Off and Re-Hiring 

The trend in the limitation of seniority rights has changed a great 
deal during the past five or six years. Previously, the equal ability and 
skill factor was predominant especially where this limitation also applied 
to promotion and transfer. At the present time there are a number of 
contracts which have this restriction for transfer and promotion but, 
when it comes to lay-off and re-hiring, seniority governs as long as a man 
can do the job or can learn the work in a short period of time. 


The trend appears to have changed for two reasons: 


1. The constant insistance of the unions that the long service worker 
should get the benefit of any work that is available with the 
company; 

2. The determination of equal skill and ability has been so poorly 
done by some companies that the unions have insisted upon, and 
have received, a clause stating sufficiency of skill, seniority will 
govern. 


There are, of course, a great number of contracts still calling for skill 
and ability with seniority the outside factor but, due to poor conditions 
of lay-off in certain companies, other companies have had to suffer as the 
unions have pressed for uniform conditions within an industry. 


Several of the typical lay-off clauses, including both types of limita- 
tion clause, follow: 


“The company agrees that in all cases of lay-off, re-hiring and trans- 
fers, the principle of seniority shall prevail except in instances where 
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special skill, qualifications or license are required, such qualifica- 
tions, skill ,etc., shall be considered in conjunction with seniority.” 7” 


“The company agrees, that in cases of equally qualified employees on 
all occasions where, due to lack of work a lay-off of employees is 
necessary, and in cases of regrading, that seniority shall be given the 
fullest consideration.” ** 


In the Canada Packers Ltd. and The United Packinghouse Workers 
of America agreement, there is a composite limitation clause for lay-off 
which consists of both restrictions. Probationary and departmental sen- 
iority employees are laid off on a basis of seniority and merit; merit being 
equal, length of service shall govern. (Note: Previously merit has been 
defined to mean aptitude and ability to perform required work effici- 
ently), then when lay-off becomes plant-wide the lay-off is in order of 
seniority provided that the workers who are retained can perform the 
work satisfactorily or qualify reasonably quickly for the required work” 
This type of clause easily shows the combination of the two restrictions 
so that the longer service employees are given a chance for employment 
and, on smaller reductions of working force, the short service employee 
is able to keep his job on this basis of ability. 


Preference in re-hiring has usually been to the long service worker 
so that most agreements consent to the re-employing of workers in the 
reverse order to that in which they were laid off. The ability to do the 
job satisfactorily is sometimes contained in the clause if there are a num- 
ber of employees concerned in the lay-off who might be brought back to 
jobs other than those at which they were regularly employed. 

B. Exemption of Exceptional Employees 


Most employers desire the right to retain or promote, without regard 
to seniority, those employees who possess exceptional skill or ability, and 
the unions generally have accepted these wishes. In some industries where 
there is a great deal of re-tooling or, where essential workers are needed 
even when a lay-off is in force, it has been usually recognized that trained 
workers should be kept at work. 


“At each lay-off or recall following lay-off the Company may desig- 
nate certain individual employees whose services are required under 
the special circumstances then existing. Such employees may be 
retained in or recalled to service regardless of their seniority. No 





27 Parke-Davis & Co. Ltd. (Windsor) and United Chemical Workers, C.1.0. 
28 Northern Electric Co. Ltd. and Northern Electric Employees Association 
29 Canada Packers Ltd. and United Packinghouse Workers of America, Article 12, Clause 5a 
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such designation shall become effective until approved by the works 
manager. The fact that the employee has been so designated shall 
not affect his regular seniority standing, and he shall resume the 
same as soon as the special reasons in this case cease to exist.” *° 


In a previous section, the pref-rred status of stewards and shop com- 
mittees has been outlined and they are usually classed in a similar status 
as those employees who are kept at work for special reasons. The union 
usually sanctions the list without much controversy as long as it is kept 
short and favoritism is kept at the minimum. Before any list is drawn 
up, management usually consults with the union representatives, which 
cuts down the friction amongst employees. 


In industries where there may be an amount of technical work, the 
company usually retains the right of keeping a certain percentage of the 
skilled workers upon the job. In a roundabout manner the same rights 
are being retained by management when they retain the right to keep a 
qualified and willing working force in spite of seniority provisions. The 
following clauses express these attitudes: 


“The union acknowledges that the success of the company and of its 
employees is dependent upon the acquisition of a limited number of 
employees with higher skills and for greater experience in the pro- 
duction and overhaul of modern aircraft than that possessed by many 
of those presently employed, and agrees that a limited number not 
to exceed 5% of the bargaining unit then engaged may be engaged 
and retained in the event of any lay-off without regard to the pro- 
visions of this agreement relating to lay-offs.” * 


“Where it is necessary to reduce or curtail production, in a depart- 
ment or group, seniority will be the guiding factor so long as it does 
not prevent the company from maintaining a working force of 
employees who are qualified and willing to do the work which is 
available.” * 


In many companies it is not necessary to specify that certain workers 
be exempted from seniority regulations because the experienced workers 
usually can do all of the essential jobs. However, where employees are 
exempted from seniority rules in the case of lay-off, the company is 
usually required, under the trems of the contract, to meet with the union 
before laying off employees out of seniority order. 


30 Hamilton Harvester Works and The United Steelworkers of America 
31 De Havilland. Aircraft and U.A.W.-C.LO. 
32 Empire Brass Mfg. Co. Ltd. and The United Steelworkers of America 
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C. The Determination of Skill and Ability 

The problem of the determination of relative ability, skill and effici- 
ency of workers is probably the fundamental problem of a seniority 
system. The skill and ability principle is difficult to apply because certain 
questions invariably arise: How broadly will the term “ability” be meas- 
ured? How much difference in ability is required to retain a worker with 
four years’ service over a man with five years’ service? Would this dif- 
ference be applicable if there were twenty years’ difference in service? 
Who determines what is the exact ability to do a certain job or group of 
jobs? These questions are difficult to answer but they may have to be 
answered in order that management can determine relative competency. 
Long service can easily be measured but the measurement of skill and 
ability is often a matter of judgement which can not always be relied upon 
especially if it is the judgement of some other person. Most personnel 
men agree that you cannot always rely solely upon a foreman’s idea of 
the ability of employees. His judgement must be checked by other means. 


The determination of skill and ability has been done in three or four 
different ways in Canada. Some of these methods were by actual per- 
formance upon the job, while others were arbitrary ratings or ratings 
based upon scientific tests. 


1. Determination by Working Spare Turns on the Future Job 

In some industries, notably the steel industry, a man is often asked 
to work a spare turn upon the job which is next in line. In this manner, 
the company can determine whether the worker has the willingness and 
ability to do the job. The method has some merit in that the employee 
actually has to do the job but his ability to do the job can not always be 
determined by watching him work several turns, usually he works under 
several foremen and they appraise his ability. There is, however, the 
factor of human judgement which often affects the actual valuation of 
a man’s ability. 


2. Determination by Management 

Management often feels that management's right of hiring and 
promoting should not be affected by senicrity and the ability factor. If 
there has been very little discrimination by management against the 
worker, the unions usually do not press the point too much. When senior 
workers with equal ability are discriminated against by management, the 
union usually insists upon union-management conferences in regard to 
the determination of skill and ability or insists upon rigid and strict sen- 
iority rules when future contracts are negotiated. 
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Some companies, although not relinquishing the final authority to 
determine ability, agree to discuss with the union, prior to taking action, 
all lay-offs or promotions where there may be a difference of opinion 
concerning the competency of an employee. In others, disputes over 
ability are referred to the grievance procedure. 


3. Employee Ability or Merit Ratings 

Whether a formal plan is adopted or not, management is constantly 
rating employees. The formal plans of employee rating have been used 
because management has found that foremen are often subject to 
nepotism, personal bias or lack of ability to appraise the characterstics of 
subordinates. Thus formal ability rating plans have been introduced to 
determine the relative competency of employees and to attempt to elimi- 
nate careless decisions upon matters of lay-off and promotion. 


The foreman rates the workman in respect to certain qualifications 
and this rating is checked by other foremen under whom the employee 
has worked, supervisors and superintendent. In this manner the capability 
of the worker is checked by management. However, the use of employee 
ratings as a basis of determination of ability is not liked by the unions as 
they feel that there may be as much personal bias in the formal plans. If 
any errors in individual ratings occur, the union may seize upon this as 
evidence of lack of good faith and insist upon rigid seniority rules. 


Companies inaugurating this type of plan have to have the approval 
and co-operation of the employees before undertaking it. Often if the 
unions are given representation upon the committee reviewing or making 
the ratings, they will co-operate with management in the successful oper- 
ation of the plan. 


4. Job Evaluation and Ability to Keep Within Requirements 

Often job evaluation and job descriptions are made which give the 
necessary requisites for a job. Then the employees must show that they 
can keep within these specifications of quantity, quality, time, etc. This 
plan works well where all of the requirements are of a tangible type. 
However, where intangible characteristics must be measured as a pre- 
requisite for another position, the human judgement must be taken into 
consideration so that this plan can not work upon a strictly scientific basis. 


THE EFFECT OF THE SENIORITY CLAUSE UPON INDUSTRY 


Seniority clauses of bargaining agreements are commonly regarded 
by employers as an evil, or at best, a headache. The problem has become 
so intense in some situations that many bitter verbal battles have been 
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fought over the question of seniority. To discuss seniority rights, it is 
necessary first examine the union’s position with respect thereto and 
secondly, the practices of employers which have made the development of 
seniority rules a stumbling block to orderly bargaining negotiations. 


To the union, seniority represents the minimum job security. The 
union has demanded that some sort of rules be set up to give security to 
those workers whom the union represents. Unfortunately many unions 
have adopted the principle of the Jast man hired as the first to be laid off 
as their interpretation of seniority. Skill and ability are not taken into 
account because they feel that the man can always get by on most jobs, 
especially where there is very little difference between types of endeavour. 
Unfortunately many unions have attempted to apply their seniority prin- 
ciple to promotion also, and it is at this point that employers generally 
rebel vigorously. If employers allow absolute seniority clauses into their 
contracts, they will thereafter run into a multitude of troubles because 
management's inherent rights of managing the policies of the company 
are being taken away from it. If this method is widely used by industry, 
it will reduce thousands of workers to the status of casual labour and will 
stifle all individual incentive which will lead to dissatisfied workers. 


Employers see seniority rules as being in direct conflict with their 
recognition of merit and as a reflection upon their competence as man- 
agers. Unfortunately there has been too much personal bias and shop 
politics in many lay-offs and promotions. This theory of “It is not what 
you know but who you know” is quite general with many union execu- 
tives and they feel that the only solution is the adoption of strict seniority. 


In the negotiation of a seniority clause, management must attempt to 
transform the rules into a tool which can contribute to efficiency. Only 
when careful rules for the appraising of a man’s ability are established. 
can the seniority regulations be efficiently organized. 


1. Problems of Excess or Non-Workable Sections of the Clause 

Unfortunately the number of non-workable seniority clauses is 
extremely high due to the fact that a great many contracts were not 
clearly worded when they were first negotiated. Collective bargaining in 
Canada has only in the last few years become wide-spread in practice and 
because of this fact many seniority clauses just carried on the previous 
policies that had been in use by the company. For this reason, many 
seniority grievances have been brought before an arbitration board to 
decide exactly what the grievance meant as far as the company was con- 
cerned. 
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The following examples from an arbitration proceeding concerning 
the promotion of a steelworker over a worker of the same ability who had 
longer service with the company should show how a seniority clause can 
say one thing and mean another, as far as management is concerned. The 
clause in question will be given first, then management’s conception of 
the clause, and finally the board’s decision. 


(1) “Seniority in connection with promotions, demotions and the in- 
crease or decrease of forces shall be on a departmental basis.” 


(2) “This clause as it stands seems abundantly clear. It excludes plant 
seniority which the company admitted, and installs departmental 
seniority which the company denies. Counsel for the company 
strenuously argued that ‘seniority .... . on a departmental basis’ 
was somehow different than ‘departmental seniority’ and that as 
the practice of the company prior to the execution of the agreement 
(Ed. note: two years earlier) has been ‘job security’ this was con- 
tinued by implication in the present agreement despite the wording 
of the clause.. Support for this proposition was sought under sec. 
11, by which the management still retained the right ‘to manage 
the plant in the traditional manner.’ It is true that (deleted), who 
has been in the company’s employ for 44 years, estified that the 
company’s practice had always been consistent in maintaining ‘job 
seniority.’ ” 


(3) “If by ‘Job seniority’ the company means that the man with the 
greatest length of service in a given job must, regardless of ability 
and greater departmental seniority of others, be given promotion to 
a higher job, in our opinion the company has failed so to stipulate 
in the agreement and this board is unable to rewrite the agreement 
. . . A collective agreement is taken as representing the conditions 
of an employer's employment. Any existing practice in the plant 
not inconsistent with the agreement may continue. Not so prac- 
tices that are inconsistent.” 


Another principal trouble is that a few companies in order to end 
the threat of a possible strike have allowed a number of presently useless 
clauses to be contained in the agreement. The union will not allow the 
company to eliminate these clauses when the contract is re-negotiated but 
the clauses might cause both management and the employees a great deal 
of concern in a few years. The problem of local conditions are not the 
same in every plant, company or industry with the result the management 
must look carefully at every section and sub-section before it allows such 
sections to be contained in the final agreement. The unions have set 
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clauses that they would like to see in every contract no matter what the 
local conditions are and management must make sure that such restrictive 
clauses are not allowed into the seniority article. 


Companies have also tended to obtain contracts of other industries 
and then use certain of these clauses in their own contract. This practice 
is not practical and is frowned upon by industrial relations experts. 


2. Problems of Conditions Not Covered by the Contract 

Again, because of the recent trend in negotiations and the return of 
many veterans, numerous conditions have come up which are not covered 
by the agreement. When these conditions arise, the union or employees 
can find abundant reasons for lodging a grievance. Unfortunately for the 
employer, if he has to negotiate in a hurry, he often leaves out sections 
covering practices which are prevalent in the company. Then suddenly, 
after the contract has been in effect for several years, the problem may 
come to a head. 


A problem concerning a war veteran and a condition not covered by 
the particular agreement developed recently. In this case, a fairly skilled 
worker had been employed at the head office factory of a firm for several 
years previous to the war. Just before the commencement of hostilities 
he had been transferred, at his own request, but with the company’s 
approval, to a branch warehouse in another city. He joined the services 
during his work in the second locality. During the war years, the union 
became the bargaining agent for the employees at the factory and depart- 
mental seniority was decided upon. After the war, the worker wished to 
be moved back to his original place of employment and the company 
promptly transferred him back to the head office factory. The question 
then arose as to where he stood on the seniority roster. The company 
maintained that he should be near the top and the union adamant in their 
claim that he should be at the bottom of the list. At the date of writing, 
this problem was going before an arbitration board. 


There are many like problems in industry to-day and for the most 
part they can only be solved by co-operation between management and 
the union representing the employees. 


Industry's Problem of Today 

Unfortunately for both employers and their employees, management 
generally has been very lax in their relations with their respective em- 
ployees’ groups. The result of this attitude has been the rapid growth of 
trade and mass production unions which, although quite capable of rep- 
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resenting the workers, have to make quite harsh demands upon manage- 
ment in order to keep their newly acquired position in the nation’s 
economy. The war years brought a great deal of strength to union groups 
and many plants allowed the union to obtain too many of management's 
rights. In an article in the American Management Series, the vice-presi- 
dent of a large plant in the United States says this about management’s 
rights: 


“Management does not need to look to the Collective Bargaining 
Agreement to determine what rights it has reserved to itself. Man- 
agement should rather look to the agreement to determine what 
rights it has ceded away or agreed to share with the union.” » 


Certain management rights must be retained by management and in 
order to do this, employers must look at certain questions and then lay 
down policies to which they will adhere. 


There are three principle problems for which management will have 
to determine policy. These problems have been taken up in detail in 
earlier sections of this article but it is probably best to note their possible 
effects upon idustry. The three basic principles to be established in nego- 
tiation are as follows: 


1. The unit in which the seniority principle is to operate. 
2. Ability to do the job as the basis for promotion or lay-offs. 


3. Class of employee to be covered under seniority rules. 


A. The Unit in Which the Seniority Principle Is To Operate 


That the size of the seniority unit can definitely affect the efficiency 
of an industry has been definitely established in previous sections. How- 
ever, the problem is “how does it affect industry?” 


Very often the union wants to submit the types of unit to a general 
union meeting. This method of submitting the types of unit to a union 
meeting is usually not very practical because most employees think that 
plant-wide seniority will give them the best job security. Unfortunately, 
the average industrial worker does not know the actual effects of the 
different types of seniority unit upon his work security with the result 
that he will often vote for plant-wide seniority even when it will actually 
be more detrimental to his security than another seniority unit. Plant- 
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wide seniority is often detrimental to the worker because the short service 
worker does not feel that he can move ahead nor has he any job security, 
so that he will not be an efficient, happy workman. On the other hand, 
it means that a plant may be operating inefficiently and uneconomically 
because. of the fact that men are being placed upon jobs for which they 
often do not have particular skill, which results in the company losing 
more money at a time when it should be trying to cut down on losses. 


Objections, from both union and management viewpoints, can also 
be found for departmental and occupational seniority methods especially 
if the seniority unit is being changed. Thus the management of an indi- 
vidual enterprise must determine the type of seniority unit which is best 
suited for their particular plant and must then lay down seniority policy 
based upon the unit. Management cannot, however, merely determine 
policy, but must adhere to and enforce that policy. 


B. Ability to Do the Job as the Basis for Promotion or Lay-Offs 

Where the unit of seniority is the occupation and all men in the 
same work, the rule may say nothing about ability. But where the unit is 
larger, some requirements that ability be taken into account is necessary 
or management will have an intolerable amount of transferring and 
retraining in times of general lay-off. 


Management executives feel that the clause of “ability and efficiency 
being EQUAL, seniority shall govern” should be stipulated, but the con- 
sensus is that, in the great majority of cases, the differences in the ability 
and efficiency of the workers are so small that competent observers will 
differ in their ratings of the workers. In other words, it is thought that, 
under good conditions, in the majority of cases seniority will govern 
among men doing the same work. 


Management must be fair in its method of dealing with transfers, 
promotion and lay-offs in which the principle of seniority is involved. 
When management departs from the straight seniority principle it must 
justify its decision and to do this it needs definite standards of perform- 
ance upon a specific job as well as definite information concerning the 
qualifications of employees. 


As far as lay-offs are concerned, the use of seniority rights to some 
extent is definitely necessary as a worker's livelihood is at stake. When 
applied to lay-offs, it gives job security at least to the extent of letting 
each employee know more or less definitely where he stands and whether 
his turn to be laid off is likely to come. However, in the case of promo- 
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tions, the use of seniority as the basis of promoting is another situation 
entirely as it does not give the worker job security but regiments 
employees and takes away from the abler ones the opportunity of 
advancement. The application of seniority principles to lay-off weakens 
the incentives to efficiency because superior efficiency is no longer 
necessarily a protection against lay-offs, and it is necessary that the hope 
of promotion be retained as an incentive. 


The problem of ability to do the job is of extreme importance to 
management and cannot be emphasized too strongly. In some industries, 
seniority might have little effect upon the efficiency of the work, while 
in others it might result in inefficiency ending in financial distress. 


C. Class of Employees to be Covered by Agreement 

Indication of the classes of employee who will come under the con- 
tracts has already been made, as has the indication of possible preferences 
in seniority. The problem of preference of employees can be solved 
comparatively easily if the company and the union will work together 
upon the solution to seniority preference. As long as a worker knows 
exactly where he stands on the seniority list, he is usually willing to 
accept that place but will fight for future seniority rights. For this reason, 
management and the union representing the employees should state 
clearly the reasons for certain employees being given seniority preference. 
However, the real solution is to make sure that there is agreement be- 
tween employer and employees as to what groups will be given preference 
and the number of employees to whom preference shall be given. 


As the status of supervisory workers has been well defined by legis- 
lation, management must clearly state the responsibilities of supervisory 
workers who do not come under the jurisdiction of the bargaining agree- 
ment. When negotiating the contract, management must make sure that 
the company leaves itself free to promote persons to supervisory posts 
without respect to seniority. Also provision must be made as to what will 
happen to supervisory personnel in case of major lay-off. 


Similar provisions must be made for any other workers who are not 
subject to the terms of the contract. 


The rise of collective bargaining, giving the employees, as it does, an 
opportunity to challenge a wide variety of decisions of management, 
requires that these decisions be made more carefully than ever before and 
that they be based upon more accurate and complete records than have 
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heretofore been customary. If management does not administer its rights 
in a fair and just manner, they will find that more and more the 
employees will cease to recognize these rights. 


SUMMARY AND CONCLUSION 


During and since the depression, the worker's attention has been 
focused upon job security rather than the opportunities within industry. 
The use of seniority rules has led to the synonymous use of the terms 
“seniority” and “security of employment.” In principle, seniority rules 
are a guarantee of relative job security for long-service workers but in 
practice, seniority rules do not always work in this fashion because the 
worth of these rights change under varying conditions. The opinions of 
a union should be influenced by the thoughts and wishes of its members 
and the opinion of each member varies as he is affected by the seniority 
regulations. On the other hand, it is the job of the company to make sure 
that the employees understand the seniority regulations and that such 
regulations are fair and just. 


1. Acquisition and Retention of Seniority Rights 

Service credits are, as a rule, based upon the length of service with 
the company and date back to the original date of hiring. There is, how- 
ever, usually a probationary period of up to a year in length when an 
employee is on trial and does not have any seniority rights. Service credits 
are usually based upon continuous service with the company and the 
determination of what constitutes a break in service must be specified. 


A service record is usually broken by certain specific acts of the 
employee such as termination, discharge or absence without permission 
for a certain number of days. (Leaves of absence with or without cumu- 
lation of credits are commonly granted for illness, military service and 
union business.) Seniority often lapses after a long lay-off and the 
length of time that a man must be out of work before lapsing of rights is 
usually indicated in the seniority article. The provisions as to the reten- 
tion of seniority rights during lay-offs necessarily have to be adapted to 
the particular situation and this is usually done by co-operation between 
management and the union. These provisions vary from six months to 
an unlimited period, and include many compromises such as work shar- 
ing, preference in re-hiring and other plans of preference for the long- 
service worker. 


2. Seniority Groupings Within the Contract 
Although an employee's service credits are based upon continuous 
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service with the company, the application of such service credits may be 
limited to rights within a certain department or occupational group. In 
spite of the fact that some jobs may be interchangeable between depart- 
ments and plants, seniority tends to restrict the movement of employees 
from one part of the company to another in that a worker becomes 
attached to a particular “seniority district” and is excluded from rights in 
other districts. When work is upon a departmental basis, it is often 
found that short-service men remain at work in one department while 
long-service employees are laid off in another department. In order to 
avoid this situation, many unions insist that the system of plant-wide 
seniority be introduced. This type of seniority, although giving more 
security to the long-service worker, is strongly opposed by management 
in that it introduces inefficiencies into the operations at a time when 
inefficient operation may mean financial disaster. The employer usually. 
wishes to restrict the costly retraining and the need for “bumping” by 
keeping the seniority unit as small as possible. On the other hand, certain 
employee groups may want smaller seniority units in order to enhance 
employment stability and to keep out long-service workers from other 
departments in case of lay-off. 


Often combination plant-wide and departmental plans are put into 
effect because of the obvious disadvantages of both plant-wide and 
departmental seniority systems. The plant-wide seniority is not liked by 
management while employees rarely agree with departmental seniority 
provisions because it appears as though it is only effective in departments 
where jobs requiring similar skill and ability are actually grouped as a 
department. However, in most industruies, this type departmentalization 
is not possible or practical. When union organization is developed along 
craft lines, the problem of pleasing different groups within a union can 
be cut down to a minimum. This problem has been the reason that appli- 
cation of a set seniority principle has been so difficult in an industrial 
union. It’s perhaps unfortunate that industry in general cannot be 
adapted to the craft or occupational unit. 


3. Seniority and Ability 


Seniority is usually applied with some reference, either written or 
applied, to skill and ability. In some cases, length of service may govern 
seniority if skill and ability are sufficient to do the work, while in others 
length of service may only be determining factor amongst employees of 
equal ability and efficiency. Unfortunately there has been a great deal of 
preference in promotion and lay-off to long service workers, simply 
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because of the difficulty of measuring and proving relative skill and 
ability. The inability of companies to develop fair methods of measuring 
skill and ability has been, in part, responsible for the demand by labour 
for seniority rules. The line between superior ability on one hand and 
favoritism, discrimination and nepotism on the other, has not always been 
carefully drawn. Also, unions are very suspicious of measuring plans 
which are put into effect by managements without union consultation. 


The majority of company executives agree that seniority can be used 
in conjunction with lay-off and re-hiring as long as the seniority principle 
is not applied too rigidly. The feeling appears to be of agreement with 
the “general principle of seniority” but not with the measuring as applied 
by some unions. The seniority system should be flexible enough to allow 
retention or promotion of exceptional employees without reference to 
seniority status. There is definitely more risk in the use of seniority in 
promotion and it has been felt that unless a man has the ability and skill 
to do the required work, he should not be promoted regardless of length 
of service. 


Under good management, it appears, a flexible seniority system 
which gives adequate recognition to skill and ability need not dampen 
incentive nor restrict opportunity for the outstanding employee. It does 
call for careful selection and training of new workers, the establishment 
of job classifications and a system of rating employees in their ability to 
qualify for a particular job. 


Conclusion 


Industry as a whole cannot help but be affected by seniority regula- 
tions within each specific industry. The problem of seniority within 
Industrial Canada has become greater within the last five years and is 
definitely a threat to management rights unless the general principle of 
seniority is practiced within industry. 


Seniority grievances are usually related to individual cases but are all 
inherent in the companies’ specific seniority provisions. If employers 
administer their workers’ rights in a fair and just manner, seniority prob- 
lems will not be as prevalent. Usually, strict seniority demands by unions 
are only found in those companies where the relations between employer 
and employee is obviously strained. Employees or unions will not object 
to “equality of ability, seniority will govern” clauses as long as promo- 
tions and lay-offs which are based upon this clause are fair and carried 
out without discrimination to the other workers. 
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Industry can benefit by observation of the methods employed by 
those companies who have good seniority rules which are encouraged by 
both union and management. Unfortunately for many industries, man- 
agement does not feel that it has to give long-service workers a break in 
lay-offs and promotion and this has only made workers’ organizations 
fight for more and more control over business policies, especially those 
based upon seniority rights. Industry cannot rely on its past record but 
must indicate to labour the policies under which the seniority clause is to 
be administered and then indicate the manner in which workers will be 
assessed in their ability to perform a specific job. 











“SUCCESSION DUTIES” 
By A. R. COURTICE 


I T is too much to expect that taxation in any form will ever be regarded 
as a popular function of Government. As a result tax evasion seems 
to have become an honourable pursuit in the minds of many otherwise 
law-abiding people who may try to justify themselves by an old Russian 
proverb, “Where all are stealing none is a thief”. 


Succession Duties in Great Britain, as we understand them, date 
back to 1780 when stamps were required on receipts for legacies. When 
it was discovered that a simple method of evading duty was not give a 
receipt, a further Act was passed which imposed the duty upon the 
legacy itself. The public, therefore, is not without responsibility for some 
of the complexities of taxing statutes which are designed to meet the 
challenge of ingenious tax evaders. 


Succession Duties date back into ancient history and are generally 
acknowledged to be one of the least objectionable forms of taxation, 
although Pliny the younger protested that it was an unnatural tax 
augmenting the grief and sorrow the bereaved. 


Adam Smith in his “Wealth of Nations” records that Augustus 
imposed a tax on the twentieth penny of inheritances, except those to 
nearest relations and the poor. The Dutch had a similar tax on testament- 
ary donations between husband and wife of the fifteenth penny; from 
ascendents to descendents of the twentieth penny; but no tax from 
descendents to ascendents. 


It was William Pitt who suggested that a man who could afford to 
keep two carriages should be taxed at a higher rate than his neighbour 
who could only afford to keep one. This principle of taxation, known as 
progressive taxation, has gained general acceptance. Of the progressive 
taxes the best known are the income tax and succession duty. 


Succession duties were first introduced in Canada in 1892 by four of 
the provinces. A good measure of the provisions of our succession duty 
legislation is fair and reasonable and even generous. During the last few 
years Governments have co-operated to remove many inequalities and 


37 














38 The Quarterly Review of Commerce 


oppressive features, including the introduction of reciprocal arrange- 
ments to eliminate multiple taxation. There is, however, need for further 
revision, some of which may require a reconsideration of basic principles. 


The Canadian situation bears some analogy to that of England in 1894, 
as described by Sir William Harcourt, then Chancellor of the Exchequer, 
when he was introducing the great reform of the English death duties in 
the House of Commons. He is reported in the British Hansard, ‘‘Parlia- 
mentary Debates”, as follows: “Death duties have grown piecemeal and 
bear evidences of their fragmentary origin. They have never been estab- 
lished upon any general principles and they present an extraordinary 
specimen of tessellated legislation. Various endeavours have been made at 
different times to redress some of these inequalities — here a patch and 
there a patch — but each successive modification has only left confusion 
more confounded. The evils from which we suffer in all disposals af 
property exist to a degree which makes the United Kingdom the most 
lawyer-ridden country in the world. These complications are the work of 
astute and ingenious professors of the law. They are the results of 
accumulated subtleties of conveyancing that are expensive and unintel- 
ligible to everyone who is not well paid to understand them.” 


Revenue is not the only purpose of succession duties. To discourage 
excessive concentrations of wealth and control in the hands of a few has 
been a substantial, if not a primary motive for death taxes. Social and 
political as well as economic policies are ,therefore, involved in a consid- 
eration of this subject. From the viewpoint of fiscal policy a Dominion 
Succession Duty tax is relatively unimportant. Over the last few years 
the revenue from Dominion Succession Duties has averaged less than 2% 
of the income tax. 


Franklin D. Roosevelt, in unsuccessfully recommending a federal 
inheritance tax in 1936, in addition to the estate tax, said in a Message to 
Congress, “The transmission from generation to generation of vast for- 
tunes by will, inheritance or gift is inconsistent with the ideals and senti- 
ments of the American people. The desire to provide security for one’s 
self and one’s family is natural and wholesome, but is adequately served 
by a reasonable inheritance. Creative enterprise is not stimulated by vast 
inheritances. They bless neither those who bequeath nor those who 
receive. 


“The effects of succession duty taxation on the individual and on the 
general welfare of the country should be considered scientifically with a 
view to satisfying the treasury and the democratic process of redistribut- 
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ing wealth, but not at the sacrifice of other important factors, one of 
which is the institution of inheritance itself.”’ Winston Churchill has 
referred to this in these words: “We must beware of trying to build 
a society in which nobody counts for anything except the politician or the 
official—a society where enterprise gains no reward and thrift no 
privilege.” 


The purpose of this article is not to arrive at any definite conclu- 
sions, but rather, by opening up the subject, to suggest a number of 
matters, some of which may be worth further discussion and research. 


Principles of Taxation 

There are only two basic principles of taxation with respect to estate 
property passing at death: an estate tax upon the right to give and an 
inheritance tax upon the right to receive. 


The estate tax is levied against the whole estate. It is graduated 
entirely by the size of the estate. No account is taken of its destination, 
who the beneficiaries are, how many there are, or in what amounts they 
take. The tax, which is paid by the executor, is borne by the residuary 
beneficiaries. It fails to a substantial degree to take into consideration 
the merits of the particular beneficiaries of the decedent's estate. It is 
simple and inexpensive to administer. 


Tie inheritance tax is levied against each bequest and is borne by 
the beneficiary. It is graduated not on what a decedent leaves but on 
what a beneficiary receives. In addition, account may be taken of the 
relationship of the beneficiary to the decedent. It is a fairer basis of 
assessment than the estate tax. It is, however, complicated, difficult and 
expensive to administer, especially where the Will provides for contin- 
gent future interests, which may result in a long period of uncertainty 
after the decedent’s death, leading to difficulties of valuation and col- 
lection. 


In a study of death duties in Great Britain, Australia, New Zealand, 
South Africa, France, the United States and Canada, the variations of the 
application of these two basic principles are proof of their general con- 
troversial nature. 


Under the system of English death duties, which in its present form 
dates back to 1894, the estate tax is the principal duty. There are also 
separate legacy and succession duties, which are inheritance taxes, but 





1 John Stuart Mill—"Principles of Political Economy”. 
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they are graduated only according to relationship and not on the amount 
received. 


It is interesting to note that, except for a political crisis, Lord Ran- 
dolph Churchill would have proposed a reform of the death duties in 
1886, but on a quite different basis. In the second volume of Winston 
Churchill’s book on “Lord Randolph Churchill” it is revealed that the 
elder Churchill was going to abolish the existing death taxes, of which 
there were four, and replace them by one inheritance tax, graduated only 
on the amount of the benefit received, without reference to relationship. 


The report of a Committee of the British Parliament, in 1927, on 
National Debt and Taxation, is on record as being definitely opposed to 
the substitution of a single inheritance tax for the present system. It was 
of the opinion that the estate tax had many merits, especially its econom- 
ical administration, but it also believed that there was much to be said for 
the inheritance tax principle occupying a more important position. 


New Zealand and South Africa have estate and inheritance taxes 
which are levied independently. 


In Australia all states levy estate taxes and, in addition, South Aus- 
tralia and Queensland have a form of inheritance tax. 


Most of the States of the United States and France have variations 
of the inheritance tax principle. The United States introduced the Fed- 
eral estate tax in 1916, which is the major tax as compared with those of 
the indidivdual states, and ever since the controversy as to whether it 
should be changed to an inheritance tax has continued, but to no avail. 


Dominion Succession Duty 

Against this international background, let us consider the principle 
of taxation in the Dominion Succession Duty Act. The Dominion Act is 
represented to be superior because it is a combination of the estate and 
inheritance taxes. It is true that it is a combination of the two basic prin- 
ciples of taxation, but they are combined in such a manner that they both 
lose their identity in the production of a hybrid. 


In the Dominion Act there is first an initial rate which is graduated 
entirely by the size of the state. This would be a straight estate tax if 
it were then deducted from the estate and paid by the executor. Secondly, 
there is an additional rate based on the value of the succession to each 
beneficiary and his relationship to the decedent. This would be a straight 
inheritance tax if it were applied as such, but the initial rate is added to 
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the additional rate and the total is applied against each bequest. The 
inequity of the estate tax is magnified by being applied, as it is here, 
against each individual bequest. In the same estate the beneficiary of a 
$1,500. bequest is taxed at the same initial rate as the beneficiary of a 
$150,000. bequest. In different estates a friend who receives a $1,500. 
bequest will pay twice as much to get it from a $1,000,000. estate as from 
a $100,00. estate. Neither is its administration simple as the Dominion 
Act is administered with all the complications of the inheritance tax. 


Although in drafting the Dominion Act some fifteen taxing statutes 
of other jurisdictions were used, it would appear that the Dominion took 
the Ontario Act as its principal model, but in trying to improve upon it 
made it more complicated. 


The only foreign comment which I have found on our Dominion 
Act is in a tax article by Harry Rudick, Professor of Law at New Ycrk 
University, who is an acknowledged tax authority in the United States. 
In discussing the weaknesses of the estate and inheritance taxes he refers 
to the Dominion Succession Duty Act which he says as a compromise 
suffers from the deficiencies of both the other two. 


The keynote of the estate tax is its simplicity, and of the inheritance 
tax its fairness. By combining them as we have done, we have lost the 
inherent advantages of both principles and multiplied their disadvantages. 
It is neither simple to administer nor equitable to the taxpayer. I submit 
that by every test there is nothing to justify the Dominion Succession 
Duty Act being continued in its present form. 


Revision of the Dominion Act 

If this is a fair appraisal of the underlying principles of the 
Dominion Act, what form of taxing should take its place, assuming the 
Dominion to be the sole taxing authority ? 


Except for administrative difficulties and revenue limitations, the 
inheritance tax may be clearly superior to the estate tax. Where, how- 
ever, life interests and contingent remainders are established by will, 
arbitrary rules of valuation and payment have to be adopted which are 
not always satisfactory. 


The payment of the duty on life interests is an example of the 
problems which may arise under an inheritance tax. Where a widow, or 
any other benefciary, is left a life income, it is subject to an annual 
income tax. For succession duty purposes, the income, without any 
deduction for the income tax, is capitalized according to her life expect- 
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ancy, which is still on a 5% basis in Ontario and a 4% basis in the 
Dominion. 


Unless the executor is in a position to commute the duties, the suc- 
cession duties on this capitalized income must be paid by the beneficiary 
in four annual instalments following the testator’s death. By reason of 
the payment of these duties, coupled with income tax, out of the income 
received by the beneficiary, it is, in some cases, many years after the four- 
year period before she can discharge her succession duty obligation and, 
in the meantime, she enjoys no income whatever from the estate. If she 
dies before this debt is paid, her estate becomes liable for it. Conse- 
quently a widow, who has been left an income from her husband's estate 
may, for the four-year period, enjoy little or no benefit from it, and 
should she die before the succession duty on her interest is fully paid, her 
estate will inherit the remaining liability. 


The reason for this unfortunate situation is the impact of income tax 
and succession duties on the payments of income and the required pay- 
ment of the succession duties on the whole life expectancy within four 
years. If succession duties must continue to be levied on income, the only 
equitable treatment in this case would be to permit the beneficiary to pay 
a proportionate part of the succession duty tax each year over the whole 
period of the life expectancy, or until her death should it occur during 
that period. This may make it more difficult to predetermine the value 
of the remainder interests but it is the only way that the beneficiary can 
be assured of getting something out of each payment and of not inherit- 
ing a liability. 

This is the law and the fact that it may be open to a testator to 
alleviate this situation by charging his estate with the payment of succes- 
sion duties is irrelevant to this discussion. It is perplexities such as these 
that make advocates for the simple estate law. 


If these complications could be eliminated from the inheritance tax 
it would have much more appeal. If, for instance, the Dominion were 
the sole taxing authority and where life and remainder interests are in- 
volved, it should levy only the income tax on income received from the 
estate and the succession duty tax on the transfer of capital when such 
transfers are effected. This would eliminate the capitalization of income 
for succession duty purposes. 


A husband pays income tax on his income and under such an 
arrangement his widow, left a life interest in his estate, would continue 
to pay income tax on the income from his investments, the capital of 
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which would bear the succession duty tax when it passes to the children 
at the widow's death. The Government would get approximately the 
same succession duty tax as it gets under our present practice where future 
interests are commuted, but it would have to wait longer for it. It would 
be, protected against the payment because the trustee holds the capital 
until the death of the life tenant. This would, no doubt, present practical 
difficulties such as in dealing with annuities where payments of income 
and capital are blended. 


Unless, however, some practical way can be found to simplify the 
administration of the inheritance tax, as we have experienced it, there is 
much to be said for an estate tax where the taxing Act is clear in its 
terms, where it can be understood by the average testator, and where it 
is simple in its administration. 


It is significant that in both Great Britain and the United States the 
principal tax is, and has been for many years, an estate tax. Inequalities 
that may enure to the beneficiaries by the application of this tax may be 
offset by the testator’s disposition of his estate. 


It is argued by some economists that in a well-rounded system and 
for revenue purposes we need both the estate tax and the inheritance tax. 
This could be fully eftected by our Dominion Act if the initial rate and 
the additional rate were simply applied individually as separate taxing 
Acts. 


Taxing Authorities in Canada 

The future of the taxing authorities in Canada is uncertain. Although 
the Dominion Succession Duty Act was introduced during the war in 
1941, it was said at that time that it was to be regarded as a permanent 
tax and not as a temporary war measure. It was imposed, no doubt, in 
the hope of centralizing all succession duty taxation in the Federal Gov- 
ernment, as recommended by the Rowell-Sirois Report. Only Ontario 
and Quebec now remain in the provincial succession duty field, the other 
provinces having agreed with the Dominion to vacate, at least until 
March 31, 1952, when they may then reconsider their position. 


Under the previous heading, in discussing the principles of taxation, 
it was suggested that the Dominion Act, by itself, is in principle, unsatis- 
factory. When, however, it is considered in conjunction with the admin- 
istration of the present provincial Acts, it is even more satisfactory. For 
some unexplained reason Canada seems to have gone in for hybrid suc- 
cession duty legislation. Ontario and Quebec also present further vari- 
eties of a combination of the two basis principles of taxation. They too 
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are neither fish nor fowl. Constitutional reasons may be the answer for 
the hybrid provincial legislation, but this cannot apply to the Dominion. 


Dual Taxation 


The dual administration of the Ontario and Dominion Acts is most 
unreasonable and results in confusion, expense and delay. Although 
they are both hybrids, the two Acts have a different approach in many 
respects, such as to classes of beneficiaries, exemptions, deductions, gifts 
inter vivos, life and remainder interests, mortality tables, interest rates, 
joint ownership, bases of valuation and rates of tax. 


A few examples will serve to illustrate this. Under the Dominion 
Act, superannuation benefits up to $1,500. may be paid to any member 
of the family of a deceased employee without a succession duty clearance 
but there is no such provision in the Ontario Act. Similarly, under the 
Dominion Act, a payment may be made of monies on deposit with a bank 
or trust company, or salary or wages to the relatives of a deceased 
employee up to $500. but under the Ontario Act a payment up to $500. 
may only be made to the survivor of a joint deposit account. As far, 
therefore, as an Ontario estate is concerned, the more generous treatment 
under the Dominion Act is nullified by the Ontario Act. The Dominion 
completely exempts all estates up to $50,000. whereas in Ontario a tax- 
able estate begins at $25,000. (footnote No. 1) for some and $10,000. and 
$5,000. for others. 


The Dominion Act is not always the more generous. For example, 
the Ontario Act gives an exemption on assured annual payments to a 
widow and edependent children up to $1,200. per annum for any one and 
$2,400. per annum in the aggregate. The Dominion has no such provi- 
sion, but it may be that this is offset at least to some extent by the 
Dominion’s $20,000. exemption for the widow. With respect to joint 
ownership between husband and wife, where it is created by the husband, 
the Dominion assumes a half-ownership to each. Ontario assumes the 
husband to be the sole owner and taxes the value of the whole property 
as passing to the wife at his death, unless she has contributed her own 
money to it. The position of Ontario in this respect is more reasonable. 
The Ontario treatment of charitable bequests is more generous than that 
of the Dominion. The only beneficial feature which accrues to the tax- 
payer by having two such Acts is the competition between them for 





Footnote No. 1—Editor’s note: In the present session of the Ontario House this has 
reg a $50,000, provided the bequest was to the widow or the immediate family of 
the deceased. 
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popular favour. This, however, necessitates frequent amendments which 
keep the tax situation in a state of flux. 


The basic reason for this unreasonable situation, which is unique in a 
world survey, is the fact that from Toronto and Ottawa two rival taxing 
Acts are at the same time converging upon, and competing for, the same 
assets. The only possible relief from this is for one of the Acts either to 
be withdrawn or changed to a straight estate tax. In other countries 
where an estate becomes subject to two taxing Acts, they apply different 
principles of taxation and one Act is dominant while the other is sub- 
servient. Here, however, there are two Acts similar in principle but dif- 
fering widely in practice, both of which are trying to dominate. In 1916 
Ontario collected $14,500,000. in succession duties while the Dominion 
only collected $23,500,000. in the whole of Canada. In Ontario it would 
appear that more succession duties are collected by Ontario than by the 
Dominion. In 1947 the Dominion collected $11,079,000. in succession 
duties from Ontario, while Ontario collected $15,227,000. 


If estates must be subject to two taxing Acts, one of them should be 
an estate tax and should be deducted first, so that the inheritance tax will 
then apply only to what remains and is actually passing to the benefici- 
aries. This would eliminate another inequity, where the estate is made 
liable for the tax and the Dominion levies its succession duty on the duty 
payable to Ontario, and Ontario politely reciprocates by levying its suc- 
cession duty on the duty payable to the Dominion. 


When the United States Federal Tax was being considered in 1916, 
one of the reasons why the Ways and Means Committee of Congress 
recommended an estate tax was that, with the state inheritance taxes, it 
would form a well balanced system of taxation as between the Federal 
Government and the various states, and could be administered with less 
conflict. This is just what the Dominion Act did not provide. 


There are good reasons why the provinces are in a better position to 
administer an inheritance tax than the Dominion. Inheritance by will or 
intestacy is regulated by provincial law and the provinces have had a long 
experience in this field. If, therefore, Ontario and Quebec continue to 
levy a form of inheritance tax and with the possibility of other provinces 
re-entering this field, it is evident that the Dominion should adopt an 
estate tax. Furthermore, it is doubtful if the provinces could levy an estate 
tax. It has been held in the United States that the Federal estate tax is an 
excise imposed upon the transfer of property at death and is an indirect 
tax. 
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If, on the other hand, it is the good fortune of each province to have 
but one taxing authority in this particular field, should this in the public 
interest rest with the provinces or the Dominion? There are no doubt 
good provincial arguments to be considered, but there is much to be said 
for Dominion jurisdiction. 


Although domicile, which determines the law of inheritance, is a 
provincial matter, the creation of an estate is not limited to provincial 
boundaries or local enterprise. Many of the large estates in the wealthy 
provinces of Ontario, Quebec and British Columbia are extra-provincial 
in origin. The benefit from the tax on these estates does not, ethically, 
belong to any one province. 


Many legal complexities are inherent in provincial Acts by being 
limited to direct taxation within the province. Giving an artificial situs 
to intangible personal property to bring it within a province for taxing 
purposes has been a source of litigation. 


One Dominion Act a Solution? 

One Dominion Act would eliminate multiple taxation and facilitate 
the free flow of investment capital to any part of Canada. It would 
encourage a national outlook and discourage competition among the 
provinces for the most favoured place, financially, in which to die. The 
administration of succession duties and income tax by the same authority 
should be economical and present less opportunity for tax evoidance. 


As the Dominion administers the gift and income taxes, a most 
important consideration for Dominion jurisdiction is the opportunity to 
correlate these taxes with succession duties. Furthermore, correlation is 
much more practical with an estate tax than with an inheritance tax. 


The Dominion is better able to negotiate reciprocal arrangements 
with other countries. It is unreasonable for a foreign nation to have to 
deal with nine separate provinces. 


Revenue from succession duties is of less concern to the Dominion 
than to a provincial budget. There is from year to year a great variability 
in the yield from succession duties which makes them less suitable to a 
provincial budget. 


These are some of the reasons which would seem to indicate that the 
Dominion is in a better position to consider and promote the interests of 
the taxpayer. 


The principal arguments against the Dominion are that the prov- 
inces are in a better position to administer succession duties and the 
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undesirability of concentrating more wealth and power in the Federal 
Government. We have heard that “The power to tax is the power to 
destroy”, but a monopoly of these duties would, as before stated, add 
relatively little wealth to the central authority. 

If there is to be but one taxing authority, the weight of argument, in 
my opinion, favors the Dominion, provided, and it is an important pro- 
viso, it can decentralize the mechanice and authority of the administration 
among local offices. If the Dominion wants this jurisdiction it should be 
prepared to provide an efficient administration across Canada. Estates 
should not constantly be put under additional expense and delay to have 
to deal with Ottawa. It is a long way from Vancouver to Ottawa. 


Consideration of Specific Provisions of the Dominion Act 
If we must have the Dominion Act in its present form for some time 
at least, there are further changes which might be considered. 


The recent exemption on estates up to $50,000. is a commendable 
social measure, but it would have been more equitable to have allowed a 
deduction of $50,000., or even less if necessary, in line with the $60,000. 
deduction in the United States, which all estates would have enjoyed, and 
which would have been of real benefit to moderate estates which are over 
$50,000. An exemption always creates what is known as the “notch 
problem”. 


As an illustration of this, if an estate of $50,000. passes to a 
brother, there is no Dominion tax, and if the estate is not subject to a 
provincial tax, he will receive the $50,000. If the estate is $58,000. the 
Dominion tax will claim the additional $8,000. and the brother will still 
receive only the $50,000. If the estate is $60,000. the Dominion tax will 
be $8,340. and the brother will get $1,560. out of the additional $10,000. 


Another penalty on the beneficiary results from the treatment of 
charitable bequests, which the Dominion, by a recent amendment, now 
exempts in full, but in contrast to Ontario, takes them into account in 
fixing the rate for the remainder of the taxable estate. If a public-spirited 
citizen generously bequeaths one-half of his estate to charity, why should 
his wife and children have to pay at the same initial rate to receive the 
other half of the estate as they would have paid to enjoy the whole of it? 
The same principle is applied to the widow's deduction of $20,000. which 
is added in to set the rate for her taxable interest. 


In dealing with powers of appointment, consideration might be 
given to the situation where “A” gives a life interest to “B” with a gen- 
eral power of appointment, and failing appointment, the capital is to go 
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to “C”. By reason of the general power of appointment “B” is taxed as 
if he had received the capital outright and if he exercises the power of 
appointment it is taxed again as passing from his estate. There is no 
criticism of this, but if he does not exercise the power, and by the gift 
over the capital to “C’, it is taxed to “B’’s estate as if he had exer- 
cised the power. It would, certainly, be more equitable if, in this event 
the gift over to “C” is taxed as passing from “A’’s estate following the 
life interest. It is suggested that in the first instance the tax should be 
levied on the basis of a life interest to “B” with remainder to “C” and if 
“B” later exercises the power of appointment, it could then be reassessed 
on the other basis. The treasury would be protected as the trustee holds 
the property until “B’’s death. 


The Dominion’s treatment of joint ownership as between husband 
and wife is an arbitrary position considering the wording of the statute. 
One example will illustrate an inequitable result that may follow. A 
kindly disposed husband puts his $30,000. residence in joint ownership 
with his wife. Immediately, though often quite unaware of it, he becomes 
liable to a gift tax of $1,320.. for the gift of a half interest to the wife. 
If, after three years, the wife should predecease the husband, leaving all 
her estate to him, he is then subject to a succession duty tax to get back 
his original interest. Nothing has happened to the property in the mean- 
time, and after paying a gift tax and a succession duty taxe he is just back 
where he started. 


There are, of course, other specific provisions which require consid- 
eration such as the valuation of assets, time for payment of duty, classifi- 
cation of dependents, provision for appeal and so on, but time does not 
permit them to be discussed here. 


Recent Developments in the United States 

Interesting developments have been taking place in the United 
States in connection with estate taxes in the form of legislative amend- 
ments and new tax proposals. 


The Revenue Act of 1948 introduces an amendment that is quite 
revolutionary in character. In efect it provides that a husband may by 
will bequeath one-half of his estate to his wife without tax, provided the 
bequest is either outright to her, or in trust for her, with a general power 
of appointment over it. 


The basic reason for this novel legislation is an attempt to equalize 
the position of the taxpayer in common law and community property 
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states. It has, however, many supporters on the ground that it is a just 
recognition by Government of the marital status as a partnership and an 
acknowledgment of the wife’s contribution to the family welfare and 
fortune. 


If this were applied in Canada the Government would not lose the 
revenue that might be expected. In many of the taxable estates the usual 
practice is to leave the widow a life interest with remainder to the chil- 
dren, upon which only one succession duty tax is paid. Under the new 
arrangement in the United States approximately the same tax would be 
paid in ultimately passing the estate to the children, that is to say one- 
half of it would be paid at the husband's death on his half-interest ulti- 
mately passing to the children, and the other half at the wife’s death on 
her half-interest passing to the children. 


An estate of $120,000. or less may now be left to the widow without 
a United States Federal Tax. The estate would be entitled to the regular 
$60,000. deduction and the balance would be deductible under the marital 
provisions. 


This may be too revolutionary for Canada at the present time, and 
there is not the pressing reason for it as in the United States, but there is 
a principle involved which may warrant some reconsideration of a 
widow’s position under our Succession Duty Acts. 


During the past three years the United States Treasury Department, 
with commendable enterprise, has undertaken or inaugurated a series of 
studies of some thirty taxing statutes, which is a policy that the Dominion 
Government might well consider. One of these is an interesting study 
of the integration of estate and gift taxes. 


In the United States there has been much dissatisfaction with the 
unequal treatment of estate and gift taxes, their legal complications and 
the overlapping of these taxes with each other and the income tax. 


Members of the Treasury Department who have conferred on this 
study with an outside advisory committee over a period of three years, 
have recommended that the present estate and gift taxes be abolished, 
and that in their place there should be one tax on the donative transfer 
of property, whether it be inter vivos or at death. The tax would be 
applied cumulatively so that the total transfer tax will amount to the 
same as the estate tax which would have been payable if no property were 
given away during lifetime. The transfer tax would, generally, be 
correlated with the income tax so that liability for income tax would 
cease when the transfer tax is imposed. 
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One of the objectives of this plan, and a very worthy one, is to so 
design the law that the taxpayer, in disposing of property inter vivos or 
by will, is impelled by normal motivating circumstances rather than by 
tax consequences. 


The simple transfer tax has undoubtedly a great deal of merit and 
sounds simple, but upon investigation it will be found to have its diffi- 
culties, and by the reaction in the United States it would appear to be a 
long way from acceptance. 


The Tax Committee of the Trust Division of the American Bankers 
Association is in complete disagreement with this proposal for many 
reasons, two of which are that it would deter the making of inter vivos 
gifts, which it is socially desirable to encourage, because the final tax at 
death being cumulative, will take into account gifts made during the 
decedent’s lifetime, and the residue of the estate may depreciate in value 
at the time of the decedent’s death to a point where with the accumulated 
tax it may jeopardise the interests of the principal beneficiaries. Although 
the Committee of the Trust Division is definitely opposed to integration 
of estate, gift and income taxes, it is strongly in favour of correlating 
them. 


This is a matter about which the people of Canada should also be 
concerned. Although they may not have these tax complications to the 
same extent as in the United States, they have similar problems. For 
example, if a husband makes a gift to his wife one Government depart- 
ment says it is a gift upon which he must pay a gift tax, but another 
department says he must continue to treat the property as his own for 
income tax purposes. 


With respect to joint ownership of property as between husband and 
wife, where it is created by the husband, the Dominion exacts a gift tax 
on one-half of it as a gift to the wife, but Ontario continues to treat the 
whole property as belonging to the husband. 


There are cases of special hardship that arise through the impact of 
income tax and succession duties, such as the case of a widow who is in 
receipt of her husband’s pension. Our Government's policy with respect 
to approved pension plans is very fair and generous, but further consid- 
eration might be given to alleviate what appears to be rather hard treat- 
ment where, upon the death of the husband, the remainder of his pension, 
which may then become payable to his widow, is subject to both income 
tax and succession duties. 
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This overlapping is also seriously felt in connection with private 
companies when a major shareholder dies and it is necessary for the 
company to declare a dividend out of accumulated income for the pay- 
ment of his succession duties. These dividends then become liable both 
to income tax and succession duties, the result of which may amount to 
virtual confiscation. Relief was given to this situation on dividends 
accumulated up to the end of 1939, but a practical solution since that 
date and for the future is urgently required. 


This is a matter of importance and great concern to the national 
economy to the extent that it tends to destroy small business organiza- 
tions. The impact of these taxes may require a business to be sold. It 
may be impractical to sell the business in part with the result that it may 
be sold to a large corporation, and transferred from one of the smaller 
communities to a large city. As an alternative the business may have to 
be sold piecemeal, although it was valued for succession duty purposes 
as a successful going concern. 


The community suffers again if the owner of the business, realizing 
these possibilities, refuses to risk the further expansion of his business, 
and invests his profits in liquid assets in order to place his estate in a posi- 
tion to meet his succession duties. In this connection there is merit in the 
suggestion that life insurance might be given some special treatment in 
the payment of succession duties. 


Another interesting tax proposal in the United States is made py 
Harry Rudick, Professor of Law at New York University. His proposal 
is to abolish the present Federal estate and gift taxes and to substitute a 
progressive tax, which he calls an Accessions Tax, on each beneficiary of 
an inheritance or inter vivos gift. The rate would progress not according 
to the aggregate disposition received by the donee, no matter when 
received or from whom. Thus, if a son receives an inter vivos gift of 
$100,000. from his father in 1940 and a bequest by will from his mother 
of $100,000. in 1948, the tax on the bequest from his mother will be at a 
higher rate than the tax on the gift from his father, because of the cumu- 
lative feature. A beneficiary, therefore, is under penalty if he squanders 
a previous inheritance and the principle approaches more closely than 
other methods the objectives of deconcentrating accumulations of wealth 
and of ability to pay. 


Another proposal is that the tax on an estate should be distinguished 
as between property which the testator has acquired by inheritance, and 
that which he has earned, and yet another is that the beneficiary shou!d 
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be taxed on the basis of his own financial worth as well as what he 
inherits. 


These are not all the new theories. It may well be that one day all 
the controversy about the relative merits of an estate tax and an inherit- 
ance tax will be only of historical interest, both of them having been 
replaced by a system of succession duties that is more practical and more 


scientific. 











CONTROLLING SALESMEN’S NON-AUTOMOTIVE 
TRAVELLING EXPENSES 
By DONALD G. SCOTT 


A T no other time in our recent history have salesmen enjoyed a more 

fruitful and profitable period than today. Travelling costs are up 
but the ratio of travelling expenses to dollar sales has not been out of 
line with past experience. Now that production has more nearly equalled 
demand, selling is more competitive. Sales managers will be concerning 
themselves with reducing travelling expenses and examining travelling 
costs more closely with a view to reduction and control. Control over 
high travelling expenses is needed to avoid public criticism and ill feeling 
in company divisions where expenses are already closely controlled, and 
because of the squeeze between costs and prices in the resumption of full 
competition." 


A discussion of the control of salesmen’s non-automotive expenses 
at this time should reveal some factors which will assist the sales manager 
in his consideration of the problem. 


As a basis for the discussion a survey of Canadian companies was 
made by means of a questionnaire? which was sent to sixty-five manufac- 
turers of foods, soaps, tires, meats, and similar consumer products. The 
questionnaire was answered by forty-seven companies. At the same time 
both sales managers and salesmen were interviewed on the subject. Ten 
sales managers were interviewed and twelve salesmen were questioned. 
The salesmen were interviewed as a test sample to see if there is a ten- 
dncy for their ideas of control to be similar to those of the sales managers. 


Summary 

1. Companies vary in which expense items they allow and in the 
method of controlling non-automotive travelling expenses; but there is a 
relationship between the product being sold and the allowance of certain 
items. The items where the variation takes place are tips, laundry, valet 
service, entertainment and gifts on special occations (customer's illness, 
etc.). They will be referred to as “in-between” expenses in the discussion. 





1 “Reducing Travelling Costs"—Printer’s Ink, July 26, 1946, p. 81. 
2 See Appendix. 
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2. Laundry, valet service, entertainment and gifts are the only items 
which are usually limited, both in dollar amount and when to be per- 
mitted. All other expenses have no visible limits in most companies. 
Laundry and valet service are usually restricted to travel of longer than 
one week, and entertainment and gifts usually require special permission. 


3. The standard most frequently used for determining whether a 
salesman’s travelling expenses are reasonable and to be allowed is the 
sales manager's opinion. Objective standards are not widely used, i.e., 
comparisons to average or standard travelling costs, stating travelling 
expenses as a cost per call, or as a percentage of the salesmen’s sales. 
Travelling expense budgets are not widely used and budgets for the indi- 
vidual salesmen are rarely used. 


4. The favoured method for reducing salesmen’s non-automotive 
travelling expenses is to put a top limit on items not previously limited, 
i.e., set a maximum price for meals, rooms, tips, etc. This agrees with the 
point mentioned above that few items are limited; thus there is plenty of 
scope for limiting certain expenses when travelling costs must be reduced. 


5. Tips, entertainment and gifts are accepted as company expenses 
by more than half the companies in the survey. Most companies prefer 
not to eliminate these items to reduce expenses. 


Conclusions 

1. In planning to control and reduce travelling expenses the sales 
manager must consider the general practice for the line of products he is 
selling. If he changes the items allowed by eliminating certain ones, he 
may be doing the opposite to what his competitors are doing and harm 
salesman’s morale and customer goodwill. 


2. The lack of use of objective ‘standards when reviewing and 
analyzing travelling costs and the lack of travelling expense budgets place 
an unnecessary emphasis on the personal opinion of sales managers for 
judging whether salesmen’s expenses are in line and as a guide for sig- 
nificant changes in costs. Objective standards can be employed to aid the 
sales manager to get a better understanding of individual expenses and 
changing costs. 


3. Any sales manager planning to reduce travelling expenses would 
be wise to consider the method of reduction preferred by sales managers 
in the survey, putting a top limit on items not previously limited, to see 
if this plan would fit his company’s needs. The general opinion prefers 
to avoid the risk of losing customer goodwill when reducing travelling 
expenses by eliminating entertainment and gifts. 
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4. Before developing a plan for reducing expenses, management 
should obtain the opinions and ideas of the salesmen concerning the 
problem. Not only will they reveal their feelings on the subject and con- 
tribute ideas, but the reduction plan for expenses will be more readily 
accepted and successful if the salesmen are consulted at the beginning. 


Handling of Expenses 

In the field of products surveyed, all the companies paid travelling 
expenses according to the expense sheets as handed in by the salesmen 
rather than by a flat allowance or by including them in the commission of 
salary. For the most part, individual expense items allowed varied widely 
only in the in-between items. There is no definite relationship between 
travelling expenses allowed and the size of the sales force. When the 
companies are tabulated by products a definite pattern is evident between 
expenses allowed and the product being sold. This is due to the type of 
selling necessary for certain products and to the customs and practices 
established in the selling of a product. For example, entertainment is not 
feasible where the salesman is making many calls and relatively small 
sales during a day and where a good portion of his work is taking orders 
and setting up displays. The table below illustrates the pattern of allowed 
expenses by products. 


NO. OF COMPANIES ALLOWING EXPENSE 


No. of Enter- Special 
Product Companies Valet Laundry Tips tainment Gifts 
Rubber Products 8 4 4 7 7 8 
Cereals 3 - - 2 - 3 
Chocolate 2 - 2 - 2 
Meat Packing 4 . - 1 - 1 
Coffe, Spice, Tea 5 1 1 3 3 4 
Soap, Tooth Paste 5 4 5 4 2 2 
Grain Products 2 - 1 2 2 2 
Biscuits 5 - 1 - - 
Canned Goods 6 3 3 4 1 1 


The indication given by the handling of expense is that the sales 
manager must consider what his competition does if he expects to main- 
tain the salesmen’s morale and customer goodwill when he limits expenses 
or eliminates certain items. Salesmen know what allowances are being 
given to competitors’ salesmen and they expect that their treatment will 
be comparable. 
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Limiting of Items 

Very few companies visibly limit the amounts which can be spent on 
individual expense items, except for valet, laundry, entertainment and 
special gifts. A recent survey’? of 400 companies in the U.S.A. revealed 
that almost one-half the companies limited the amounts to be spent on 
hotel rooms and meals. As will be discussed later, the scarcity of limits 
gives some opportunity for the limiting of travelling expenses when 
reduction becomes necessary. Laundry and valet service are usually lim- 
ited to occasions when the salesman is away longer than one week. 


In limiting these two items it must be kept in mind that allowing the 
salesman to have his laundry done and clothes pressed while he is travel- 
ling will help keep a high morale and that good grooming leaves a good 
impression in the minds of the prospects.‘ 


Gifts to customers on special occasions (illness, birth of children, 
etc.) are allowed by over one-half of the companies in the survey. About 
three-quarters of these require special permission for such expense items 
Allowance for entertainment is given by one-half the companies in the 
survey but in many instances entertainment was limited, sometimes requir- 
ing special permission. 


It is evident from the survey that in-between items are closely con- 
trolled and limited to prevent use of the company’s funds which would 
not give sufficient return in customer goodwill and to prevent misuse of 
these in-between items by unscrupulous salesmen. Standard items such as 
hotels and meals are not visibly limited; hotel rooms in one-half the com- 
panies required receipts. 


Receipts 

Most of the companies allowing gifts required receipts. One-half the 
companies required receipts for hotel rooms. These are the only two 
items where receipts were required to any extent. 


Approval of Exchange Sheets and the Standards Used in 
Reviewing and Approving Travelling Expenses 

Travelling expense sheets are handed in weekly in most of the com- 
panies in the survey. In three-quarters of the companies surveyed two 
people examine the expenses for approval, and in one-quarter the sales 
manager alone approves expenses. People other than the sales manager 
who also check expense forms vary from district sales managers to 





3 “Travelling Expenses of Salesmen”, a Dartnell Survey, Dartnell Co., Chicago, U.S.A., 
March, 1946. 

4“Salesmen’s Expenses Are Now Running Over 30 Percent Higher Than Pre-War Level,” 

Sales Management, June 15, 1945. 
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accounting staff members or office supervisors or general managers or 
clerks. In one-quarter of the companies the sales manager did not have 
ahy direct supervision over the approval of expenses. No relationship 
exists between the size of the sales staff or the type of product and the 
method of approving salesmens’ expenses. Each company has its own 
method of handling the approval of expense sheets which is related to 
the accounting and administrative procedure within the company. 


Predominant among the “standards” used for approving and check- 
ing salesmen’s travelling expenses is the personal cpinion of the sales 
manager which is supplemented in some instances by objective standards 
(comparison of individual salesmen’s expenses to average or standard 
travelling expenses for the sales force, stating a salesman’s expenses as a 
cost per call, and stating a salesman’s expenses as a percent of his sales). 
The sales manager’s opinion was a method of reviewing expenses in 
three-quarters of the companies. The next most used standard was com- 
parison of individual salesmen’s expenses to the group average, or to pre- 
determined standard costs, which were used in one-third of the com- 
panies. Other objective standards were used only in a few instances. 


One of the weak points in the current method of controlling travel- 
ling expenses is the lack of use of objective standards when reviewing 
expenses. To analyze travelling costs and to watch significant changes in 
expenses, some objective standards are necessary. A statement of a sales- 
man’s expenses as a percent of his sales is useful for judging the signifi- 
cance of the amount of his expenses. The lack of objective standards for 
analyzing expenses leads to the conclusion that more can be done on this 
subject by most companies and to control effectively and reduce travelling 
expenses, objective standards are probably necessary as a supplement to 
the sales manager's personal opinion. 


Not only is there a lack of objective standards but very little budget- 
ing is done for non-automotive travelling expenses. Less than one-third 
of the companies in the survey have travelling expense budgets and only 
one-half of this third have expense budgets for individual salesmen. The 
advantages of the individual budgets for salesmen appear to be: 


1. It is one measure for the sales manager to judge whether the 
salesman’s expenses are in line with company policy. 


2. It gives the salesman a guide as to what he can spend for trav- 
elling. 


3. If the budget is fair and reasonably liberal the salesman will feel 
a responsibility toward it. It will keep a high morale. With a budget the 
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salesman can be allowed some freedom as to how he spends his expense 
money and as long as he keeps within his budget he anticipates very little 
personal supervision of his expenses by the sales manager. This sense of 
freedom helps morale in most instances. 


4. If travelling expenses have to be reduced the subject can be 
approached by saying that everyone’s budget must be reduced. In the 
opinions of the companies in the survey who use salesmen’s budgets this 
is the easiest and most effective way to control or reduce travelling 
expenses and with the least effect on salesmen’s morale. One of the major 
difficulties is the determining of individual expense budgets according to 
territories and current travelling costs. Budgeting of the sales force and 
the individual salesman seems, however, to be one control technique 
which warrants consideration. 


Salesmen’s Morale 

In the control of salesmen’s travelling expenses all sales managers 
signified that they believed that having no visible limit on expenses but 
having a close check of salesmen’s expenses by head office or district sales 
managers is the method of control which gives the most satisfactory 
results in salesmen’s morale. This belief is confirmed by very few items 
being controlled or limited in the companies in the survey. If salesmen 
are given limits or budgets the control is less personal and if the limits 
on budgets are reasonably liberal the salesman’s morale, as discussed 
above, could be maintained and without the necessity of continual per- 
sonal checking to control expenses. Less direct supervision and checking 
is necessary with an individual expense budget for salesmen. The use of 
receipt vouchers alone would not be a form of control because they are 
obtainable for certain expenses only, and because they represent a con- 
firmation of expenses, but they would supplement the use of limits or 
budgets, or the close supervision of the salesmen’s expenses. 


Opinions of Sales Managers Concerning “In-Between” Items 

One-half of the companies in the survey considered that tips, enter- 
tainment, and special gifts are company expenses. These items represent 
the attempts of the company to obtain the goodwill of the customer. Tips 
and entertainment were stated to be company expenses by three-quarters 
of the companies. Cigarettes, shoe shines, and newspapers are not com- 
pany expenses according to the sales managers. The general opinion is 
that these expenses are ones that would normally be incurred by anyone 
regardless of whether they travel or- not. A sample test of salesmen’s 
opinions showed a marked disagreement on cigarettes. The salesmen 
explained that as representatives of their companies they are expected by 
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customers and prospects to pass the “smokes” around. To be niggardly 
with this seemingly small item would give a poor impression of them- 
slves and their firm. The cost of cigarettes to salesman is higher than his 
own consumption; two packs a day is not unusual where a large number 
of calls are being made. The best survey showed that salesmen consid- 
ered that the extra cost incurred from cigarettes and cigars should be 
borne by the company. Shoe shines and newspapers, being small items, 
were not considered by salesmen to be company expenses. 


There is no relationship between the size of company and the opinion 
of sales managers concerning in-between items. By products, the sales 
managers, in general, of the following items considered tips, entertain- 
ment and gifts company expenses: batteries, rubber tires, cloth goods, 
coffee, tea and spices, tooth paste and drugs, grain products. Other com- 
panies manufacturing other types of products usually allowed one or two 
of these expenses. 


Minimum Expenses 

When bluntly asked if they believed there should be a control of 
minimum expenses, most sales managers said “no”. A small number 
answering “yes” considered that there should be a minimum amount for 
individual salesmen. The purpose of the question was to determine the 
proportion of sales managers who were actively considering minimum 
expenses. When a salesman is travelling he must maintain a standard of 
living that is in keeping with the name and prestige of the firm. It is also 
possible that a salesman whose expenses are very low is neglecting his 
territory. While this problem may be rare the sales manager should be 
sure that reductions would not put the salesman’s standard of living be- 
low that required to maintain the prestige of the firm, good salesmen’s 
morale, and a complete coverage of the salesman’s territory. 


Reduction of Travelling Expenses 

The problem of reducing expenses is one which may become more 
acute in the near future. In the survey sales managers were asked which 
method they weuld prefer to use and which method would give the most 
satisfactory results in salesmen’s morale. One basic division in methods 
is between voluntary reduction obtained by explanation to and close 
supervision of salesmen and mandatory reduction by positive action being 
taken by sales managers. Of the latter method, seventy percent of the 
sales managers preferred to put a top limit on expenses not previously 
limited or to eliminate in-between items and fifteen percent preferred to 
reduce or introduce individual expense budgets. The remaining fifteen 
percent of sales managers preferred the former method, e.g., reduction by 
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explanation and close supervision. Reducing expenses by explaining that 
travelling costs must be lowered and by introducing a close supervision 
does not insure a uniform reaction from all salesmen. Explanation and 
supervision do not carry a sufficient guarantee for success in maintaining 
salesmen’s morale and for standardizing the allowance so that each sales- 
man reduces his expenses by the same proportion as the other salesmen. 
Undoubtedly the size of the sales force would have some influence in 
this plan. With few salesmen a sales manager could more easily control 
the expenses by explanation and supervision. In the survey there was no 
relationship between the size of sales staff and the method of reduction 
preferred. Nor was there any relationship between products and the 
method of reduction preferred. 


Of the two methods of reducing expense, limiting the items not 
previously limited and eliminating in-between items, the former was pre- 
ferred by one-half the companies in the survey and the latter by one- 
quarter. The lower number of preferences for the latter method is partly 
because some of the companies at present do not allow in-between 
expenses. Allowing for this influence, however, the method of limiting 
items not previously limited was still favored by a clear majority. The 
choice of limiting expenses not previously limited indicated the aware- 
ness of sales managers of the necessity for maintaining customer goodwill 
as business conditions tighten. Elimination of entertainment and special 
gifts might affect the goodwill of customers, particularly if competitors 
continue such activities. 


Companies which already had individual salesman’s expense budget 
preferred to reduce the budgets as a means of reducing expenses. Cer- 
tainly this would be effective as a method of reduction and there is no 
reason why it could not include certain limits on items or the elimination 
of in-between expenses. This method of control can leave the reduction 
of certain items to the discretion of the salesman. He should know what 
items he can reduce or eliminate with the least effect on his personal com- 
fort, his sales coverage of his territory, and customer goodwill. 


Regardless of the method of reduction used the sales manager should 
consult his salesmen to find their opinions and ideas on the best method 
for their company to reduce travelling costs. As previously stated, not 
only will the salesmen contribute constructive and practical ideas, but 
they will more readily accept the plan for reduction when it is put into 
force. Giving the salesmen an opportunity to have a voice in determina- 
tion of their working conditions is of prime importance for good 
employee-employer relations and for maintaining a high morale. 
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There is another approach to the problem of reducing travelling 
expenses.> During the war many salesmen left their company and selling 
routes and territories were disrupted, sometimes discontinued. Since the 
war the salesmen have returned and new men have been added to the 
sales force. These changes in the sales staff and the comparative ease in 
selling in the post-war period have resulted in many salesmen being 
inefficient from the view of salesmanship and routing. In order to reduce 
expenses as a percent of sales, salesmen can be trained to make efficient 
interviews and to spend time profitably on good prospects, not waste 
time on poor prospects. By efficient routing the salesman can keep 
expenses down, both as an actual amount and as a percent of his sales. 


The objective in reducing travelling expenses is to reduce them as a 
percent of sales. The preferred method of reducing expenses is to limit 
items not previously limited. The explanation and close supervision 
method is not definite enough to produce uniform and effective results 
except probably where the sales force is small. Increasing the salesman’s 
efficiency in interviews and in routing will help keep expenses down and 
the percent of travelling expense to sales comparatively low. If certain 
items have to be eliminated, the survey indicated the following order of 
preference: valet and laundry, entertainment, gifts and tips. 


In replying to the question of which method for reducing expenses 
would have the most satisfactory results on salesmen’s morale, the sales 
managers answered with the same preference as shown above; putting a 
top limit on expenses not previously limited is favoured by one-half of 
the sales managers, a few preferred the reduction of an individual budget. 


In reducing expenses the sales manager should have a definite 
amount or percentage that the reduction should be. Each salesman should 
know what he is expected to do to reduce his expense. With the intro- 
duction of a plan to reduce expenses the sales manager should give a full 
explanation to his men of the reasons for the reduction and how it is to 
be effected. 


Further Research 

To check the opinions and beliefs of sales managers a survey should 
be made of salesmen to see if their opinions concerning the handling and 
reduction of travelling expenses agree with those of the sales managers. 
The question is one of morale of salesmen and of obtaining their co-oper- 
ation in reducing expenses. The salesmen also know a great deal about 
how to obtain and maintain customer goodwill. 





5 “How Salesman Can Keep Expenses Down”, Advertising and Selling, February 1946, p. 62. 
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In addition to this survey mentioned above, more should be known 
about the control and possible reductions in automobile expenses. Some 
work has been done by the Bureau of Business Research on the ways of 
handling automobile expenses, but not on control and reduction. 


Collecting of Materials 
Questionnaires sent - - - - - - = 65 
Replies - - - - + = © = © + 47 


One of the major difficulties was that of clarifying the problem by 
interviewing sales managers and sifting out worthwhile ideas. The plan- 
ning of the questionnaire entailed decision as to exactly what information 
was required. 


Sixty-five questionnaires were sent to sales managers of companies 
selected to give a range in size and to cover adequately the following con- 
sumer goods: meats, soaps and tooth paste, canned goods, biscuits, rubber 
tires, and similar consumer goods. The first letter and questionnaire was 
answered by thirty-five companies, taking about three weeks for the ques- 
tionnaires to return. A follow-up letter and another questionnaire was 
sent to the remaining thirty-two firms. Of these, fourteen replied and 
required four weeks before all questonnaires were returned. 


The questionnaire is presented in the appendix following, showing 
the percentage of companies, answering the individual questions. 


QUESTIONNAIRE 
47 replies = 100% 
A. How many salesmen does your company employ? .................... 
under your supervision? — From 4 to 390. 
B. How are travelling expenses handled? 
1. Flat allowance for all travelling expenses — 5%. 
2. Payment of travelling expenses included in salary or commis- 
sion — 714%. 
3. Payment of expenses according to salesman’s individual expense 
sheets and vouchers — 8714%. 

C. Which of the foliowing travelling expenses are allowed? 
Hotel—100%; meals—100%; valet service—41%; laundry—46%; 
tips — 81%; taxis — 87%; entertainment — 46%; streetcars and 
buses—81%; magazines, papers, etc—3%; checking —38%; gifts to 

customers on special occasion (illness, etc.)............ ; list others............ 
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. Which expense items are limited? (Give amount where possible.) 
hotel—0%; breakfast—11%; lunch—11%; dinner—11%; entertain- 
ment—53%°; tips—17%°; laundry—41%°; week-ends only ........... ; 
taxis—6%; gifts—67%°; others .............. 


Which items require a receipt or voucher? 
hotel rooms—49%; meals—8%; gifts—56%°; list others................ 


How often are expense sheets handed in by salesmen? 
weekly—84%; bi-monthly—11%; monthly—5%; longer ............ 


. Who checks and approves the salesmen’s individual expense reports? 
District sales manager—1%; and Head Sales manager—43%; or 
Head Sales manager—35%; name other person—38%. 


. What standards are used in reviewing travelling expense reports?’ 

1. By predetermined standard costs—30%. 

2. By comparing individual expenses to the average expenses for all 
salesmen—35%. 

. By the sales manager’s personal judgement—76%. 

. By stating expenses as a cost per call—11%. 

. By stating expenses as a percent of the salesman’s sales—16%. 

. Other methods—5%. 


DAW” Bw 


Do your salesmen have individual expense budgets? i.e. an amount 
to which they should aim when accumulating travelling expenses? 


No—84%; Yes—16% (Weekly budget... monthly budget..........) 


Do you have a travelling expense budget for the group of salesmen 
under your supervision? 
Yes—32%; No—68%. 


. In your opinion what methods of control give the most satisfactory 
results in salesmen’s morale? 

1. Use of receipt vouchers—14%. 

2. A top limit to expense items—3%. 

3. Give the salesman his own expense budget (as in question 1)—8%. 
4. No visible limit, but have a close supervision and check of sales- 
men’s expenses by head office or district sales managers—81%. 

5. Other methods preferred—5%. 





6 A percentage of those allowing the expense. 
7A number of companies use more than one method. The percentage of companies using 


each method are shown. 
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L. If you had to reduce travelling expenses, which method would you 
prefer to use ?® 
1. Put a top limit on expenses not previous limited—55%. 
2. Eliminate in-between items (laundry, tips, entertainment, 
etc.) —24%, 
3. Other methods preferred—35%. 


M. In your opinion, which of the methods in question would give the 
most satisfactory results in salesmen’s morale? 
1.—50%; 2.—19%; 3.—Other methods—31%. 


N. In your opinion, which of the following expenses should be paid by 
the company? 
Tips—79%; laundry—38%; entertainment—52%; cigarettes—0%; 
shoe shines—3%; special gifts to customers (flowers when 
ill) — 65%. 


O. In your opinion, should there be a control of minimum expenses, i.e., 
should the sales manager have a minimum expense account below 
which salesmen should not go? 

If yes, state reasons .................. 





8A number of companies use more than one method. The percentages of companies using 
each method are shown. 
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PREPARATION FOR BUSINESS RESPONSIBILITY 
By WALTER A. THOMPSON 


ys business man of to-day is faced with the unique responsibility of 
making our system of enterprise work. So long as he does this job 
well, there is little danger of political agitation from within for control 
of business. Academic training for business twenty years ago emphasized 
that management’s responsibility was to shape policy to assure a profit. 
This was in the latter years of the 1920's and few seriously doubted that 
the business executive had much else to worry about. While the business 
man must still make a profit, there are other considerations in the back- 
ground. It is often claimed that North America has become one of the 
last large areas where the system of “Free Enterprise” exists. Most 
responsible business men know this and are determined to do their bit in 
maintaining the situation. The marketing man’s responsibility here is 
especially large. A growing realization of social implication in today’s 
situation has caused many men to enter more wholeheartedly into such 
things as Community Chest Drives, improvement of physical conditions 
of work for employees, and other similar moves. While all these are 
important, the business man’s greatest contribution in the clash of ideol- 
ogies is to make sure that there is no reduction in the North American 
standard of living. Since, in order to do this, business must do a better 
job than it ever did before, the preparation of men for this responsibility 
becomes a far more meaningful and serious matter than was the case in 
the 1920's. 
Type of Training Necessary 

What training is necessary to prepare men to assume responsibility 
for administration in business? This question has, and is being examined 
by business men and academic people all over North America. At one 
time, when business was relatively simple, it could rely on the relatively 
simple apprenticeship method of training. There are some situations 
where this is still the best approach, but in the faster-moving picture to- 
day, a more complex approach seems to be needed. First, what training 
should a man receive to help equip him to meet to-day’s personal compe- 
tition? 

1. He should have training in technical skills useful in business. These 
skills include training in accounting, advertising, market research, 
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(2) 


(3) 


(4) 


(5) 


etc. 
stantly rising. Much of the work along these lines can best be done 
by an “on the job” training program. 
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The standards that the individual must meet on these are con- 


2. The most important skill is that of administration. Anyone who 
directs other people’s efforts is an administrator. Administrative skill 
has been described as follows: 


(1) The ability to get people to work together willingly toward a 


goal. Odd that it may seem, there has been little effort until 
recently to do much about the development of this skill. Most 
of the effort has been placed on the development of technical 
and analytical skill. The one skill that has been common to all 
in administrative responsibility (and probably the most import- 
ant) has been completely neglected until recently. The appear- 
ance of the work by Elton Mayo, Rothlesberger and this group 
has been of real help to the academician along these lines. Some 
believe that leadership skill cannot be taught. Our experience is 
that the class room can be used to develop this talent. 


The ability to make decisions in the light of available facts and 
limited time. This skill is one that is constantly practiced by the 
students through use of the case method. 


The willingness and capacity to accept responsibility, to the 
company, to the community and to employees. This is not easy 
to teach in the classroom. 


The ability to understand the social, economic and political 
forces which shape the environment in which a business man 
operates. For example, when the question was first raised that 
chain stores might not be operating for the social good and 
should, therefore, be restrained or eliminated, many operators 
were surprised and shocked. 


Facility in directing toward certain goals, keeping in mind the 
values sought. An administrator must make profits on a long 
term basis and also fulfil responsibilities to customers, em- 
ployees, and public. Wm. Horsey of the Dominion Stores has 
done a good job stating the broad goals for his company: “The 
aim of Dominion Stores is to fulfill with ever increasing effici- 
ency its responsibility as a distributor of food, by performing a 
satisfactory service to the consumer, producer, manufacturer and 
processor; to discharge its responsibility to shareholders . . . 

and provide the employees with a satisfactory living under best 
possible conditions.” 
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The proper training for business to-day is a worthwhile challenge to 
the individual and the educational institution. 


The Training Offered by the University of Western Ontario 

With the advent of Dr. Hall as President at Western, the course in 
Business Administration has undergone an extremely close review. To 
assist in this project, a meeting of Canadian executives was called to- 
gether in London last March to consider education for executive responsi- 
bility in business. This was under the planning and chairmanship of 
Robert Reid, General Manager of the London Life Insurance Company. 
One of the actions growing out of this meeting was the setting up of a 
group of business men to advise on academic policy. This group is headed 
by Lloyd Sipherd, Vice-President of Hobbs Glass, and includes Larry 
Dampier, Director of Sales, Lever Bros.; A. J. Little, Clarkson, Gordon; 
Harold Newell, President, Andrews Wire Works. 


This broad group has now established Advisory Committees in par- 
ticular study areas. The Industrial Relations Committee, under Wallace 
Clark of the Ford Motor Company of Canada, is now complete and 
includes: L. W. Downie, President, Kelsey Wheel Company, Windsor; 
A. L. Lott, Manager, Industrial Relations, Steel Co. of Canada, Hamilton; 
and Harry Taylor, of Toronto. A. J. Little is heading the accounting 
group and has the following on this group: Walter M. Lane of Lever 
Bros.; K. D. Mooney, Valley Camp Coal Company, Toronto; J. G. M. 
Clark, York Knitting Mills Ltd., Toronto W. L. Mc;Donald, Price Water- 
house & Company, Toronto. There are in the progress of being formed, 
Advisory groups on Advertising, Sales Management, Retailing, Finance, 
Production, and the Management Training course. It is to be hoped that 
these groups will fill a continuing need in adjusting the training of young 
men for business. Real progress can be expected when close co-operation 
between industry and the University is effected. The usefulness of these 
groups is obvious in a case teaching course. 


Much time has been spent in the past year and the work of these 
groups is not complete. However, the broad outline of undergraduate 
and graduate activity is taking shape. Much of it is not a radical change 
from our work in the past. It is reasonably clear that major elements in 
the undergraduate course will flow along the following lines: 


(1) The course structure will be built on a two-year general arts program 
after Senior Matriculation. It is believed that a good general educa- 
tion is just as necessary to the adequately trained business man as 
pure science is to the medical man, since a man must know how to 
live with other people. Students will be given the opportunity to 
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follow up interests in “Arts” courses in the latter two years of the 
Honour Course. 


The business courses will continue to be built on a broad base in that 
all students will be required to take training in the major areas of 
business activity — Production, Marketing, Finance, Statistics and 
Accounting. All the courses are being taught at the executive level. 
Perhaps a word regarding the reason for this approach would be 
helpful. The solving of most business problems involves a knowl- 
edge of all phases of business. A failure of a man working in one 
area to know the nature and type of problems confronted by the firm 
in another area of its activities is a weakness. A former student, now 
sales promotion manager of a large food company, says that he has 
used his accounting courses many times. One by-product of his 
understanding of the Secretary-Treasurer’s problem is that he often 
has him on his side during crucial budget conferences. A further 
significant value of a broad base is that the student makes vocational 
choices with better knowledge and has greater flexibility at a later 
time. 


Advanced courses in several fields will be made available to under- 
graduates. These, however, are being held to broad objectives. At 
the present time only one course in Advertising is being given, and 
probably more courses will not be added. One American University 
in the midwest recently announced 24 courses in Advertising. An- 
other western University offers a course in its Business School on 
Restaurant Income Tax Accounting. It is believed that many of these 
“courses” can best be taught in actual business. Another effective 
approach is to teach these courses on a night school basis, using 
highly skilled specialists as teachers. 


The case method will continue to be used. An explanation of the 
case method may be needed, for it looms large in the University of 
Western Ontario scheme of training men. Western started to use the 
case approach to teaching business 26 years ago — just a few years 
after it was initiated at The Harvard Business School. A business 
“case” is an actual business problem — usually disguised to protect 
the firm — which is put in front of the student for him to solve. 
Before completing the course a student has dealt with around 800 
such cases. While all the “chips” aren’t real, every effort is made to 
make the student feel the reality of the situation. In some respects 
the case method is an attempt to give the man a ‘‘speeded-up appren- 
ticeship”. Certainly when the case method is well taught, the prin- 
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ciples flowing from this approach are part of the permanent back- 
ground of the student. 


Some of the results of the case method on students are interesting. 

(a) The students are often confused during the early stages of their 
career. It is somewhat appalling to them to see that “pat” 
answers are not available for all problems. 

(b) Students are often worried that their note books are not 
crammed at the end of a course with neat “principles”. When 
Ralph Hower was asked if a stenotype operator might be put to 
work in his class at the Management Training Course, his reply 
was, “If the point of the case is not in your head, you haven't 
got it.” 

(c) Students are forced to think. This ability to think in terms of a 
business problem is the real goal. 

(d) A suprising fund of background is built up. It is not possible to 
go through 800 to 1,000 business cases without picking up a vast 
store of factual knowledge. A confidence that he can tackle any 
reasonable job is acquired by the student. 


(5) An expanded program of Business Research will be instituted. This 
activity is needed to supplement American cases now being used. 


(6) A stronger Graduate Division is to be established. There has been 
some work done in this area already. 


The Management Training Course 

In addition to its regular graduate and undergraduate program, 
Western expects to assist Management in the development problems in- 
volved in moving men up from second and third line to higher adminis- 
tration posts. Many firms find that a man of basically high potential 
seems to be a dubious prospect for promotion because of a lack of back- 
ground and training in administrative skills. This point of view was most 
vigorously expressed at the March meeting. With this encouragement the 
Academic Advisory Committee worked with the faculty to set up the first 
Management Training Course last summer (1948). In soliciting students 
for this course Management was asked to send as students, 

(a) Men who had had some management responsibility, 

(b) Men who were basically good material for promotion but could 

profit by management training. 


There were no academic requirements. The candidate’s record in 
business was considered to be a deciding factor in his acceptance as a 
student. 
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The course was designed to accomplish several things for this type of 
man. 


(a) Give maximum training in pure administration (getting things 
done when working with human beings in an organization). 


(b) Broaden the functional specialists. The advertising man can do 
his job better if he knows more of the problems and functions 
of the accounting, production and financial phases of the 
business. 


(c) Give the class vigorous training in business problem analysis. 
Western was fortunate in obtaining help from The Harvard 
Business School in the venture. Ralph Hower of that school 
took over the complete job of handling the Administrative Prac- 
tices assignment — which contributed 40 of the 80 periods. One 
factor that contributed much to the success of the course was 
the background of the personnel itself. The men ranged in age 
from 27, (a merchandise manager from Winnipeg) to 56, (an 
oil company sales manager from Toronto). The average age, 
incidentally, was around 37. While the application forms did 
not give the exact income, the average annual wage was between 
$7,500 and $8,000. About one-third had no college training. 
The companies represented ranged from a small steel company 
to the C. P.R. railway. Of the 51 in the class about 10% were 
from the West, 8 came from Montreal, 2 from Windsor, 1 from 
Fort William, 1 from Ottawa, 10 from London and at least 18 
from Toronto. In addition to selecting the personnel from rep- 
resentative areas, men were chosen to achieve a balance in type 
of jobs. Here are the jobs represented in the class: Assistant to 
President; President; Economist; Sales Manager; District Man- 
ager; Trust Manager; Secretary-Treasurer; Radio Executive; 
Credit Manager; Salesman; Retailing; Production; Chief Engin- 
eer; Sales Promotion; Purchasing; Industrial Engineer; Chartered 
Accountant; Customs Expert. 


All class members lived and ate together. They were hard at it from 
7:30 a.m. till usually well past midnight. It was feared at first that they 
would regard the venture as a holiday. This fear did not materialize. 


Subsequent to the closing of the session, at least three-quarters of the 
group have sent in ideas for improvement and criticisms. Based upon this 
we are now shaping the 1949 session. How about results? It may be sig- 
nificant that 10% of the class have been promoted since they left the 
course. 
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BRITISH DOLLAR DEFICITS — A WARNING 


TO CANADIAN BUSINESS 
By JAMES M. GILLIES 


OE of the most important and most publicized current economic 
problems is the struggle of Great Britain to close the gap between 
its exports and imports. Consequently many people, like United States 
Congressman John Taber, are exasperated into asking, “Where did Great 
Britain find these deficits anyway? She didn’t use to have them.” A 
study of these deficits is an important phase of applied economics and 
reveals many interesting facts which can serve as a guide for policy deci- 
sions—and perhaps provide a clue for a new approach to Canadian trade 
problems. 


The Balance of Payments 

The basic document to which one must refer in analyzing interna- 
tional economic conditions is the balance of payments. A balance of pay- 
ments is an account of all transactions between a country and the rest of 
the world during a specific period of time — usually a year. Thus it is 
merely a statement of a nation’s international transactions; and it is all 
inclusive. All exports and imports of merchandise, sale of securities, sale 
of services, expenditure by tourists, interest payments and capital move- 
ments are included within its scope. The “balance of payments’ of neces- 
sity must balance, for the transactions of a nation with the rest of the 
world must equal the transactions of the rest of the world with that 
naion. This does not imply, however, that a nation must import and 
export the same amount (value or quantity) of goods, for of course such 
is not the case. Canada does not sell to the United States exactly the same 
amount as she buys from that country. To this movement of goods is 
applied the term, balance of trade. If a country exports more goods than 
it imports, it is said to have an active or favorable balance of trade, but if 
it imports more than it exports its balance of trade is said to be passive or 
unfavorable. If Canada purchases more goods from the United States 
than she sells to them, that deficit must be paid for by some other means 
— such as the sale of services to Americans, or the export of gold or some 
balancing item. It is clear that this deficit must be paid in American dol- 
lars for, although we are speaking in terms of countries, the fundamental 
basis of trade is the production by specific firms of goods which must be 
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paid for in American dollars. These American dollars are acquired by 
Canadians through the sale of goods and services as mentioned above or 
by sending gold to the United States to buy American dollars. However, 
these American dollars could become available in another manner — 
through the purchase by Americans of Canadian securities, stocks and 
bonds, i.e. by investment in Canada of American capital. This, again, has 
interesting results. If a great deal of American capital is invested in Can- 
ada, it is done so by Americans in the expectation of high earnings. In 
time these earnings become very large, and the Americans wish to draw 
on them; but they again want their earnings in the form of American dol- 
lars. This is possible only if Canada exports goods and services to the 
United States in excess of her purchases of goods and services from the 
United States. In other words, the balance of trade has changed. Canada 
sells more to the United States than she buys and so has an excess of 
American dollars with which to pay interest on American capital. Such 
is the fascinating pathology of international payments. If a nation (or its 
nationals) with large capital investments wishes to realize a return on 
these investments or loans it must be prepared to accept a passive balance 
of trade, which means that it must export more than it imports.’ This 
fundamental fact has not in many cases been accepted, with extreme 
consequences. 


Britain’s Present Economic Status 

The “balance of payments” sheds light on the national development 
of a country. By applying the principles involved to the practical prob- 
lem of an anlysis of Great Britain’s present position in the world economy, 
it is possible to discover the causes of Mr. Taber’s elusive deficits. To do 
this, it is necessary to analyze the development of Britain's merchandise 
trade. 


The world economy continually expanded during the hundred-year 
era of 1815 to 1914. The early development of industrial techniques in 
Great Britain placed British manufacturers at a decided advantage in their 
search for markets and, from the first, England commanded a dominant 
role in the commercial development of the nineteenth centry. The grow- 
ing industrialization of other nations did not effect a decrease in the total 
of British exports, for markets were expanding too. The basic principle 
of British trade was to buy cheap raw materials from the colonies and sell 
manufactured goods to them in return. Thus the British balance of trade 
was always favorable, and the equilibrium in the balance of payments 





2The implications of this cannot be developed here. Certainly a nation with huge capital 
investments on which she desires a return can never justify plus tariffs on incoming goods. 
Again, may not these goods cause unemployment by competing with home manufacturers? 
These are two of many questions. 
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was maintained by a tremendous export of British capital. Early in the 
nineteenth century Britain’s trade was heavy with the areas which were 
becoming industrialized—Germany and the United States, steel being a 
leading British export—but after 1870 it gradually declined, being com- 
pensated by an increase in trade with Australia, India and Africa. This 
trend of export trade with the Empire was continually upward, especi- 
ally marked after the first World War. Britain’s 1913-1930 export trade 
with New Zealand and the colonial areas nearly doubled. In Europe, 
which accounted for approximately 34.1% of England's export trade, this 
percentage was maintained as Sweden and Denmark expanded their pur- 
chases while Germany, Russia, France and Italy at the same time con- 
tracted theirs. This point is interesting, for it shows that British goods 
were not competing in industrialized nations and yet, as we see later, 
these same industrialized nations were competing in British markets. In 
the post-war period there was a general decline in trade, but British goods 
maintained their position in Empire markets—probably because of tariff 
preferences. The point seems clear—British goods were having difficulty 
in competing with goods manufactured in other industrial nations—and 
yet it was the “head-start” of the Industrial Revolution and the “know- 
how” of British producers which had always been the key to British 
success in international trade relations. 


What, then, was England importing? For years England was a free 
and open market; there were no tariffs. People purchased as they wished, 
and foreign balances, as they accumulated. were easily cleared through 
the mechanism of international balances. As a result there was often a 
rapid shift in the geographical distribution of British trade, e.g., in 1900 
the United States supplied 70% of the British imported beef and Argen- 
tina 17%; whereas in 1913 Argentina supplied 70% of the beef and the 
United States 15%—and after 1914 New Zealand and Denmark to some 
extent replaced Argentina. Strangely enough the Empire only enjoyed a 
relatively small share of the British market—in 1913 about 24.9% and in 
1929 roughly 26%. In 1929 the Empire supplied a relatively small pro- 
portion of Britain’s major food imports—less than 25%—and even in 
raw materials the Empire share was small—either because of distance or 
lack of proper quality. As for manufactured goods, the Empire supplied 
only 9% of Great Britain’s imports. Thus in 1929 Great Britain was 
either unable or unwilling to absorb more than one-fourth of her Empire’s 
exports. At the same time she imported grains and meat from Argentina, 
meat and wood from Scandinavia, cotton from Egypt, oil from Persia and 
Jena, timber from Russia; and, what is most important, she had a passive 
balance of trade with all these nations. In other words, she sold in the 
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Empire where she had preferences, but she could not compete, even 
though she purchased heavily, in European and other markets. Evidently 
the competitive position of British goods was greatly declining in the 
world markets. Not only is this important, but how was the British bal- 
ance of payments maintained in equilibrium when the balance of trade 
behaved in such a strange manner? 


In 1929 Great Britain’s balance of trade was passive, i.e. she imported 
more goods than she exported and received the surplus goods as payment 
for interest on capital investments. In other words, the British had 
adopted the position which we indicated a nation must adopt if she is to 
receive payment for her investments. More specifically, in 1929 Great 
Britain received 150 million pounds from investment, 40 million pounds 
in shipping, and 50 million pounds in miscellaneous transactions such as 
banking. Thus, 240 million pounds was transferred from the world to 
Great Britain chiefly in the form of goods. Interestingly enough the 
Empire provided 60% of the income from investments (90 million 
pounds) and 33 1/3 % of the income from shipping (13,330,000 pounds) 
and so should have contributed roughly 93% of the imports. However, 
as we have seen, the Empire purchased about 25 million pounds worth 
more goods from Britain than it sold to her — Britain had an active bal- 
ance of trade toward the Empire. This balance was increased to an even 
greater degree by payments of interest from the Empire, so that actually 
in the balance of payments there was a deficiency of approximately 
190,000,000 pounds. 


This was caused by these primary facts: (i) the Empire producers 
were able to satisfy only a small part of Britain’s Import needs; (ii) Britain 
imported heavily from non-Empire countries ;and (iii) Empire producers 
sold heavily in foreign markets and bought little from them. However, 
these facts provide the clue to how the equilibrium in the balance of pay- 
ments was achieved. Clearly, the Empire countries received balances 
(foreign exchange) for the goods they sold in excess to foreign countries, 
and this they gave to Great Britain for her goods. Great Britain in turn 
used it to pay foreigners. Thus neatly, both logically and practically, the 
issue was solved, and equilibrium in the balance of payments was main- 
tained. 


But this equilibrium was maintained only rather precariously. For 
example, if the world demand for wheat dropped appreciably and prices 
fell, Canada could not sell its wheat in-the world market. Consequently 
Canada would not have foreign exchange with which to buy British 
goods; and so British sales in Canada would drop, and there would be 
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important domestic consequences in England — although the primary 
cause had nothing directly to do with England. In other words, the bal- 
ance was maintained with the co-operation and aid of all nations—if that 
co-operation ended, so did the equilibrium. 


Several things are evident in this analysis: the competitive position 
of British manufactured goods was falling and the international position 
of Great Britain was maintained through a rather elaborate structure of 
imports, exports, interest payments, and clearings. So it was that in 1929 
the British economy could not stand the shocks to which the world trad- 
ing system was subjected. When the triangular trade—Empire, British, 
and foreign—was broken, England had to make rapid changes, and this 
pressure was important in forcing her off the gold standard. Yet these 
changes were not unforeseen. Industrialization of the Empire, the 
decreased competitive position of British goods, and the recovery of 
Europe, which increased the passiveness of the British balance of trade 
with Europe, could only be interpreted as boding ill for the British bal- 
ance of payments. 


The Declining Competitive Position of British Industry 

Great Britain prospered greatly in the nineteenth century by opening 
her markets and colonizing backward nations to make them markets for 
her goods. However, in 1900, the decline of investment opportunities and 
the industrialization of former customers was tending to weaken her 
position. 


At the same time, internally, Great Britain’s economy rested on a 
relatively narrow base — coal and iron to manufacture goods, and an 
extensive textile industry. Exports of coal. iron, steel, textiles, cutlery, 
and hardware accounted for no less than 65% of all British exports in 
1913. However, the 1914-1918 war brought problems Plant capacity had 
been expanded greatly, leaving industry with heavy overhead costs; 
greater disparities between wages and prices; and, above all, declining 
export markets. Japan and the United States were invading British mar- 
kets in the Far East, shipping of other nations was augmented, and tariffs 
were rising. Consequently, it was essential for the British economy to be 
completely re-adjusted. Technological improvement was vitally necessary 
to reduce costs and prices to enable competition in existing markets and 
the further development of new markets. But, this adjustment did not 
take place. Labor was unwilling to take wage cuts and industries which 
had progressed merely by manufacturing refused to learn the technique 
of selling. The concentration of industry maintained high cost, ineffi- 
cient firms. 
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The coal industry serves as a suitable illustration. After the first 
war, output of the coal mines was expanded, yet, because of the develop- 
ment of substitutes, the demand for coal was less. In addition to this, 
world output of coal increased and Britain’s relative position fell. In 1921 
Britain’s output was 251,700,000 pounds, of which 72,100,000 pounds 
was exported; in 1931 production was 138,400,000 pounds and exports 
were 31,600,000 pounds. Between 1913 and 1929 only 20% more coal 
was mined by machinery than by hand, and per capita output and profit 
per ton mined dropped steadily after 1904. The coal industry in fact 
showed losses in 1927 and 1929, and was subsidized in 1926 when 
unemployment was high above the national average. 


Identical developments took place in both the steel and cotton textile 
industries. In 1913 Britain consumed 18% of all the world’s raw cotton; 
in 1929 only 10.5%. Exports dropped from 196 million pounds in 1924 
to 336 million in 1930. 


To offset this decline of the basic industries a few new developments 
are noted, particularly in the field of scientific instruments and glass; but 
in 1924 these new industries accounted for only 6.5% of all British out- 
put and employed only 10.2% of all workers. These new industries, 
however, did not compete in the world market. Thus, after the first 
World War, exports dropped, output fell, employment decreased, and 
all because of changes in world demand—not changes in Great Britain. 
Britain’s share in the process is, indeed, attributable to the very fact that 
her economy did not undergo any changes. 


This decline in domestic prosperity had another deletterious effect. 
In the post-war years there was available for lending abroad only about 
50% as much capital as in the pre-1914 period, and its envestment was 
carefully controlled. In addition, some capital was liquidated during the 
first war. In 1929 there was £3,438,000 worth of British capital invested 
throughout the world. 


Effects of the 1939-1945 War 

It may seem that this lengthy development is unnecessary to answer 
the question which was posed here. After all, does it not suffice to say 
that British foreign investments declined and thus she had to find a new 
method to pay for imports? Of course this is one key factor. In 1939 
Great Britain had about £4,000,000,000 in net foreign investments, and 
the return on this plus service item paid for 40% of British imports. 
During the war these investments were used to pay for supplies, were 
liquidated by the debtors through accumulated sterling balances, and 
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many (as in Burma) were nearly wiped out. At least £2,000,000,000 was 
so used up. However, at the same time, Great Britain accumulated huge 
debts in the process of fighting the war to the extent of about 
£4,000,000,000 and $500,000,000. Therefore, it was necessary to adjust 
for £1,500,000—a tremendous amount. The only solution of the problem 
is to increase exports and reduce imports—in other words, to create an 
active balance of trade with the rest of the world, a complete reversal 
of previous action. In 1938 Great Britain had 10% of the world trade, 
but to obtain an equilibrium position she must now have 1714% of a 
smaller world trade. At the present time, when Japan and Germany, par- 
ticularly the latter, are not competing in world markets, the problem is 
merely one of production; for all that can be produced can be sold. In 
addition to this, imports can only be reduced by lowering the standard of 
living, i.e. by prohibiting the import of extra luxuries. This, however, can 
only be of small importance, for the great bulk of British imports are 
necessary for production and basic consumption. Here again Britain is 
finding that, with a scarcity of food stuffs, the price of her imports 
is rising in relation to her exports. Thus she must export a larger quan- 
tity of goods to obtain the same quantity of imports. 


In addition to this there is the dollar shortage. Prior to 1939 
multilateral clearings provided sufficient dollar foreign exchange, but 
now with the tremendous active balance of trade of the United States 
there is a world shortage of dollars. Thus the United Kingdom must 
confine exports to the United States to obtain dollars directly, for conver- 
sion of foreign currency to dollars is impossible. Yet the United States 
is a heavy competitor of Great Britain in the production of manufactured 
goods. Thus, even though equilibrium in the balance of payments to- 
wards the rest of the world can be achieved, there is still the unhappy 
problem of the bilateral balance with the United States. This latter 
problem can only be solved when world productivity has increased to the 
extent that there are goods on the world market for the United States to 
buy—for she must import, or continue her loan policy, if dollars are to 
be available. 


Thus in 1946 Great Britain, while exporting 117% in value of the 
1938 level, still had many problems. Dividend returns were £97,000,000 
as compared with £203,000,000 in 1936, and shipping was £135,000,000 
as compared with £105,000,000 in 1938 for an annual deficit of 
£76,000,000. As important was the fact, however, that it was now evident 
that Britain must export many more goods, and, to quote the London 
Economist, “In any event the period of demand-and-no-supply will sooner 
or later give place to one of supply-and-very-little-demand. When that 
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time comes, British goods will sell—or fail to sell—on their competitive 
attraction, their quality relative to their price. It is here that it is hardest 
to find hope. No impartial observer contemplating the British indusrial 
scene today could put his hand on his heart and declare that he saw much 
sign of a determination to sell at competitive prices. The trend is rather 
the other way.” 


W hat of the Future? 

This then is the story of the British deficits. But what are the impli- 
cations? Primarily that they are not completely war phenomena but merely 
the culmination of the process of the weakening of British industrial 
organization and the instability of the British economy. An economy 
which becomes so full of rigidities that competitive price changes do not 
affect production must stand the risk of losing worid markets. This was 
not important until the invisible items disappeared; now it is essential. 
It seems possible that England cannot compete in coal, steel and textiles 
any longer, so it must turn to other products. One indication may be to 
follow the steps of Denmark and increase its production of butter and 
dairy products, thus cutting down imports of products which could as 
efficiently be produced at home. The competitive situation has completely 
changed in the world. England cannot withstand the process. She must 
adjust. There is no alternative. 


The same problem threatens Canadian industrial development. 
Canada’s export trade, being largely in staples, is at the mercy of 
world demand and supply conditions. The lesson to be learned, however, 
is that competitive forces should not be stymied in adjusting domestic 
trends to world demand. For example, if Canadian wheat production is 
becoming more expensive than Argentina's, Canada must not hinder, in 
fact it should help, the transfer of factors from wheat production to some 
other industry. A constant surveillance on competitive positions is 
essential to maintain world economic equilibrium. 
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DETERMINING THE ADVERTISING BUDGET 
By GILBERT C. CLARK 


“It’s unwise to pa too much, but it’s worse to pay too little. When you 
pay too much you lose money — that is all. When you pay too little you 
sometimes lose everthing, because the thing you bought was incapable of 
doing the thing it was bought to do. The common law of business balance 
probibits paying a little and getting a lot — it can't be done.” — Ruskin. 


ged will find fault with this simple common-sense, yet in the determi- 

nation of advertising budgets, many and varied are the answers given 
to the question that logically follows: What is “too much” and what “too 
little’? Is there a sound method of determining an adequate appropri- 
ation of a given product? 


There are presently in use many “methods” of arriving at a figure to 
establish the advertising budget for a commodity. Those most generally 
used include the following: 


1. Percentage of Sales: Here a rule-of-thumb percentage is placed 
against either past or anticipated sales, and the result is the advertising 
appropriation. 


2. Unit of Sales: An amount per unit is established for advertising 
costs. Multiplying this amount by past or anticipated sales yields the 
advertising appropriation. 


3. Arbitrary: A manufacturer may fix an amount to be spent for 
advertising which seems reasonable to him in the light of his experience, 
profits, competition, and his “hunch” on future business. 


4. Following the Lead of Competitors: Few companies would confess 
to using this “method” exclusively, but it is used in some cases. A shoe 
manufacturer, for example, may find that a competitor is spending twice 
as much money on advertising as he is, and is making twice as many sales. 
Since the manufacturer would like to sell as many shoes as his competitor, 
he therefore doubles his advertising appropriation. 


The foregoing “methods” may serve in some cases, but this is as 
much the result of chance as design, for the task that the advertising is to 
— in no way determines the amount of money to be appro- 
priated. 
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5. The Task Method: The number of units of a product to be sold is 
predetermined and accepted by the management. The task of advertising 
is to move these units from the point of sale to the ultimate consumer. 
The dollar amount required to accomplish this task becomes the estimated 
advertising budget. 


While there has been a much wider use of the “Task Method” in 
recent years, it is still far from being the method most generally used. A 
survey of United States companies shows that in 1937 17.7% of the com- 
panies reported using the Task Method and by 1943 this had only 
increased to 21.1%. 


This procedure involves no mysteries. Although comprehensive, it 
is essentially a simple, logical progression. Before examining the “Task 
Method” it is necessary to analyze the business structure of which adver- 
tising is a part. 


Whether a company is producing an already established product, or 
contemplating production of a new product, all of its operations are gov- 
erned by its ability to manufacture a product for which there is an estab- 
lished or potential demand, and to distribute that product to the consumer 
at a profit. 


It is the responsibility of the “Marketing Division” of the company 
to determine the “Sales Forecast” which becomes the basis of operations 
and budgets for all other divisions. The ‘Marketing Division” of a com- 
pany consists of the “Sales” and the “Advertising Departments.” This 
“Marketing Division” must estimate accurately how many units of the 
company’s product can be sold within a given period of time. 


Once this forecast, which has determined the number of units (where 
and when required by the marketing operations) has been made, it is a 
relatively exact process to estimate unit overhead and administration 
costs. It is now possible to establish two budgets, “Manufacturing” and 
“Overhead and Administration,’ which should remain constant, exclud- 
ing unforeseeable contingencies. There remains the computation of the 
budget for marketing operations to determine the end result—profits. 
Assuming that the unit price to the consumer has been established, the 
marketing costs will govern the net profit to the company. 


Marketing costs cover all costs of moving the product from the factory 
door to the ultimate consumer. Selling costs may properly be considered 
those covering the first half of this journey, from factory door to point of 
sale. The move from point of sale to the consumer is the task of Adver- 
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tising, and it is this task which we must consider the basis for our “Adver- 
tising Budget.” 


All the planning of a company is predicated on moving a definite 
number of units to the consumer and the budgets of all divisions are com- 
puted on the basis of this “Sales Forecast.” To be certain that it is made 
on the soundest possible basis, the “Marketing Division” must not only 
determine the number of units to be sold, but it must show where and 
how this volume is to be attained. The “Marketing Division” must 
develop its plans in a specific order—first, “Market Analysis”; second, 
“Sales Forecast,” and third, “Marketing Strategy.” 


Whether the product is one already established on the market or 
whether it is a new product to be introduced, the “Market Analysis” must 
be conducted. It must be a thorough, detailed.and current examination of 
the complete market structure that will inflence the sales potential of the 
product under consideration. 


This analysis must consider the “Market Factors” that relate to the 
whole product class, the “Product Factors” that relate to this type of 
product, and the “Competitive Factors” of the product in relation to 
its competition. 


Market Factors 

Whether the product is an orange drink or a sport shoe, it is neces- 
sary to examine the total market for the product class—(that is, carbon- 
ated beverages or footwear)—to determine how much is sold, where it is 
sold and when it is sold. 


The consumers of the product class must now be explored to deter- 
mine, who they are how many they are, where they live, what sex, age 
and income groups they represent. The buying habits of these consumers 
for this product class must also be examined to ascertain what effect such 
factors as price, frequency of purchase, size of purchase, seasonal vari- 
ation of purchase, etc., may have on the total consumption of the product 
class. 


If the product class exhibits sectional variations in volume, it is 
essential to determine whether the reasons are basic variations resulting 
from climatic, racial or geographic factors or whether they represent a 
varying degree of development of the market. 


A historical analysis of the sales development of the product class 
should also be constructed, determining the factors that caused or influ- 
enced not only the growth periods of the sales curve but also the declines. 
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Product Factors 

All the characteristics of the product itself within the product class 
must be examined, its presently developed uses, primary and secondary, 
its known frequency of use, and its potential. Can a product that is occa- 
sionally used be turned to a habit purchase? Can a luxury item become a 
necessity? Within what price ranges does the product sell? Will dealer 
attitude influence the rate of sale or potential volume of the product Is 
it a fast or slow turnover item? Will it get favorable display position? Is 
it a profitable item for the dealers? What channels of distribution are 
being used? Are there new channels that could be developed? With this 
knowledge of the product factors an analysis of a particular product on 
a comparative basis with all competing products extant can now be made. 


Competitive Factors 

These competitive factors will involve a detailed study of not only 
the product to be sold, but also of every competing brand. The share of 
the market in volume and distribution that each holds must be determined 
first, then, an examination of the favorable and unfavorable aspects of 
the product in comparison with competitive products or substitutes, in 
price, in physical characteristics, size, packaging (e.g., secondary use of 
container) can be made. 


How do the sales organization and sales methods give advantages or 
disadvantages? As the actual organization will influence the number of 
units sold, it is essential to know how its coverage of the field compares 
with that of others. For example, what is its ability to compete in number 
of calls on retailers? In what areas and type of outlets is it strong or 
weak? (Geographic division, urban versus rural, city size, store type). 
What is the “dealer attitude” towards the company as a whole? Is there 
discrimination for or against the company? What is the comparative 
strength of its advertising? A company must look at the advertising of 
each competitor from the standpoint of its strength or weakness in vol- 
ume, in appeal and in relation to its class of consumer. Are there markets 
where competitive advertising is weak? To what extent has the advertis- 
ing of this product developed the market? 


Sales Forecasting 

When an exhaustive statistical or factual analysis has been con- 
ducted, it is possible to determine what potential volume there is for this 
product class, the particular product factors that would influence the 
volume this product might secure in the product class and the existing 
competitive situation. When it is known who the prospects are, how 
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many they are, how much they buy and why they buy, it is relatively 
simple to evaluate this information in relation to a particular product or 
brand to determine what percentage of the total present or future sales 
the company can expect to secure. Each market area, selected in order of 
its opportunity of selling for us, will yield a sales forecast of its own—the 
composite picture derived from these becomes a numerical and geograph- 
ical “Sales Forecast” for the total market. 


The most complete and accurate information available can, of course, 
be misinterpreted. It is the experienced and wise judgment applied in the 
evalution of this information that is the final factor in the soundness of 
the “Sales Forecast.” 


Marketing Strategy 

Combining the “Market Analysis” and the “Sales Forecast,” the 
“Marketing Division” can now develop its ‘Marketing Stratgegy”: the 
“how” to sell the determined number of units within a given period of 
time. 


Up to this stage, “Sales” and “Advertising” have in many cases oper- 
ated together as the “Marketing Division” of a company. Now each 
department must assume its individual responsibilities: the “Sales Depart- 
ment” plans and budgets to sell so many units to dealers, the “Advertis- 
ing Department” to move so many units to the ultimate consumer. The 
two departments must continue to work closely integrated, as the “Sales 
Department” can only make the product available to the consumer and 
cannot secure the repeat sales from the dealer if the original stocks have 
not been depleted. Similarly, the “Advertising Department” can only sell 
to the consumer if the product is readily available. The advertising will 
function far below its total efficiency if the sales division does not main- 
tain adequate distribution and stocks. 


Any reference to “Sales Promotion” is purposely omitted in this 
discussion. It is, most certainly, a phase of Marketing and enters the 
“Marketing Strategy.” Many companies treat it as a separate department, 
many as a section of the “Sales Department,” and many as a section of the 
“Advertising Department.” Regardless of where it falls within the organ- 
izational set-up, it also will be a joint responsibility of the two depart- 
ments to determine what part it will play in the overall job and its budget 
will also be set on the “‘task”’ basis assigned to it, whether it be a distribu- 
tion or a consumer promotion tool. 


The Advertising Phase of Marketing Strategy 
The “Advertising Department’ now knows it must sell X units to Y 
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people in Z areas—X, Y and Z are known quantities. It now develops an 
advertising plan to adequately meet the task. This plan, expressed in 
dollars, is the advertising appropriation. 


The procedure thus far has been to establish a certain definite group 
of consumers as a target and further, to segregate this group into sub 
groups in order of their importance and opportunity of selling. The next 
move is to establish the basis upon which to approach the market. It is 
necessary to review the factors established previously in the “Market 
Analysis” and “Sales Forecast” and to interpret them in the light of the 
advertising task. Do the sales opportunities lie primarly in the expansion 
or development of the market, or in taking a share from that section of 
the business now held by competitors? If opportunities exist in both 
phases, what is their relative merit? Once this is established, it is possible 
to develop an approach to the actual job or task. 


By viewing Product and Competitive Factors in relation to target con- 
sumer groups, to determining why they buy this type of product, a com- 
pany can rationalize why customers should buy theirs in preference to that 
of competitors. It may be found that the analysis gives the company superi- 
ority on the basis of quality or secondary uses, etc. It may point up 
undeveloped uses for the product enabling the use of an advertising 
approach stronger than, or different from, that of competitors. In any 
case, the analysis will be useful in deciding upon the strongest selling 
appeal to use to a particular consumer group. 


Selection of Media 

Once the message to be conveyed to the consumer has been estab- 
lished, it is necessary to choose vehicles to carry that message. The gov- 
erning factors will be twofold: (1) The vehicles that reach the group, and 
(2) such vehicles must be suitable to the type of message. 


The first step is to review all available types of media: newspapers, 
magazines, radio, transportation, billboard, etc., evaluating them in rela- 
tion to their coverage of the group. From these is selected the media most 
suitable to carrying the message. This selection of the most effective 
coverage will provide a list of media in their order of importance. To 
give a concrete example, suppose the product is a dessert ingredient. 
Presumably it has been established that the prospects are: (1) women, 
(2) with families, (3) in urban areas. The sales approach will be an 
“appetite appeal,” end-product theme with a recipe. The first listing of 
media may show that on coverage alone, newspapers rank first; general 
magazines, second; women’s magazines, third. To determine which will 
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supply the most effective coverage, relate them to the message. In this 
case, it is obvious that the womens’ magazines in editorial content, con- 
sumer attitude, and reproduction for appetite appeal illustration is most 
suitable for the task. Women’s magazines will then replace newspapers 
at the head of the list of media. All others will be listed in their relative 
order of effectiveness, determined on the same basis. 


The task, as outlined in the “Marketing Strategy,” will now deter- 
mine how this list will be used. If the plan is first to sell the whole group 
of prospects, choose the media that will give broad minimum support to 
all areas. 


Each group of consumers is now reviewed in their order of immediate 
opportunity. All media is re-analyzed on an effective coverage basis and 
a selection is made to give the intensity of coverage required in each of 
these areas. 


This intensity of coverage will, of course, be dependent upon the 
number of units (established in the “Sales Forecast”) that can be sold to 
each group and how many units the company wishes to sell. 


The basic copy theme to use and the particular media to carry this 
theme is now known. The next step is to consider the details of the cam- 
paign, type of advertisement, size, use of illustration, type of copy, fre- 
quency of appearance, etc. These will be dictated by both the theme and 
the media. The theme will determine to a large extent the type of copy 
and the amount of copy necessary, the use of illustration, of color, etc., but 
these will also be influenced by the class of media selected. 


The use of color and type of illustration, photographic or art work, 
will be determined on the basis of reproduction as well as upon such con- 
siderations as package identification, appetite appeal, etc. The type and 
amount of copy will influence the size of the ad, but will be influenced 
in turn by the media. “Reason why” copy may be wasted on a billboard, 
“Reminder” copy is not likely to get full value from magazine space 
where readership is more attentive. The copy “style” should be suitable 
to the media as well as the amount and kind. 


The next consideration will be the frequency of insertion necessary. 
This will be governed by such factors as the impression to be made. Is 
the product bought on impulse or is it a calculated purchase? How often 
must the consumers be sold? For example, a product that is purchased 
daily or weekly is much more susceptible to brand switching than one 
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which is purchased on a monthly or yearly basis and, therefore, requires 
more frequent support. 


When ali these considerations are dealt with, it is very probable that 
the advertising task of moving the required number of units from the 
point of sale to the ultimate consumer is adequately met. With the type 
of advertisements, the media, and the number of pieces of copy required 
decided upon, the production budget can be estimated. 


Now it is merely a matter of mathematics to arrive at the total 
appropriation required to support the sales objective as set by the “Mar- 
keting Division.” The advertising budget is now the result of a plan, 
rather than the cause of a plan. 


This budget can be expressed in terms of Percentage of Sales, or Per 
Unit of Sales and in this form may be used, during the budget period, as 
a rough control of spending in relation to the task set, the more conveni- 
ently to check whether spending is running ahead or behind the sales 
objectives. As experience with the product and the market is gained, this 
percentage relationship or unt cost of advertising can serve as a rough 
guide to future appropriations. If, over the years, the advertising is con- 
stantly doing the task set for it, as the product becomes more firmly 
established and accepted in the market, the advertising cost per unit or 
the advertising cost as a percentage of gross dollar sales should exhibit a 
declining trend. 


” 


The “Advertising Budget,” combined with that of the sales depart- 
ment, is now the “Marketing Division’s” appropriations. Consolidated 
with the bugets of “Production” and “Overhead and Administration,” the 
net profit may be determined. 


When Is the Appropriation Too Large? 

If, on the basis of these budgets, the profit position is not satisfac- 
tory, the whole marketing plan must be re-analyzed. It is not possible to 
apply any blanket percentage cut to the advertising appropriation or the 
sales budget and consider that the job can be done. If the “Marketing 
Strategy” plan has been followed, the advertising appropriation is now 
only adequate to the task set in the plan. Rather it becomes a necessity to 
revise the job to be done, curtailing the original plan, until such time as 
the development of a smaller target will free dollars for future expans- 
ion. The alternative to this is to accept the short or no profit position for 
a period, meet the requirements of the original “Marketing Strategy” 
plan, and consider the move an investment. 
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Frequently, the launching of a new product with its introductory 
deals, special promotions, and heavy initial advertising costs will cut 
profits to little or nothing in the first year or years. However, sound 
long-term planning will dictate this investment for future returns. A 
potentially successful new product, weakly presented, may well “sour” in 
its early stages. Dealer, consumer, and manufacturer alike may lose faith 
in what might well have been a sound profit-making product, had a suffi- 
cient investment “fed the goose” until it was old enough to produce its 
golden fruit. 


There are other occasions when, to secure the position of a product, 
the investment of profits is indicated. A good product in a good market 
should not be permitted to flounder for lack of support when eventuali- 
ties cause a short-term increase in marketing costs and a resultant drop in 
profits. 


The cause of such eventualities, and whether their effect will be 
temporary, long-term or permanent can be determined only by a thor- 
ough Market Analysis, constantly reviewed in the light of changing con- 
ditions. 


The Need For Constant Revision 

The job of analysis and review never ends. No calendar conveni- 
ently holds market conditions static for twelve months, and an out-moded 
analysis can give poor results. Although the advertising budget is set on 
a twelve-month basis, it will be very unusual if the plan is carried through 
the year in all its details without revision. 


Sales results and advertising effectiveness must be continually 
checked together to determine the success of the campaign. It gecomes 
as necessary to evaluate successful experiences just as much as the unsuc- 
cessful ones. Whenever or wherever results diverge from the target set, 
it is necessary to interpret these deviations in relation to ‘Marketing 
Strategy”. Has the objective changed—are the consumers still the ones 
set forth—are the market factors still the same—are the product factors 
still the same—are the competitive factors still the same? If no, a new 
strategy must be developed. If so, where has the strategy failed? Is the 
appeal still right—is the media still right—is our coverage and intensity 
still right? By this constant review of the “Marketing Strategy” in light 
of accomplishments, always keeping the task current and the means to 
accomplish that task sufficient. 


Because the element of human judgment has played a large part in 
determining the plan, it will not be infallible, but the system setting forth 
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the task is sound. If the results do not measure up to the Forecast, it is 
not necessary to guess at the source of misjudgment, for a detailed pattern 
against which to check the work has been set up. It is possible to see in 
the light of progress to date where the basic factors in the evaluation 
have been misinterpreted and to make the necessary corrections. An 
Advertising Budget developed as a phase of an overall “Marketing 
Strategy” is the result of a plan, rather than the couse of a plan. In no 
other way can there be any assurance that the Advertising Budget is not 
“too much” or “too little.” 











PROFESSIONAL ADMINISTRATION 
By FRANKLIN E. FOLTS 


sonar two decades past, in the act of conferring advanced degrees on 
students of business administration, a Mr. A. Lawrence Lowell, then 
President of Harvard University, referred to business management as “the 
oldest of the arts and the youngest of the professions.” Whether or not 
this concept was original with President Lowell is not known, but there 
is clear indication that his statement at that occasion made a broad 
impress on a rather sizeable community. Proof lies in the frequency with 
which this quotation has appeared in print. 


Such a statement on the part of so eminent a scholar and adminis- 
trator must have made a deep impression on many business educators. In 
many instances it must have given encouragement to Schools of Business 
that were struggling for recognition and respectability within the uni- 
versity family. The statement must have served as an inspiration to 
teachers in business fields who were striving to develop a unity between 
business practices that had frequently smacked of the trade school and 
classical economic theory. President Lowell’s pronouncement, coming as 
it did, at what may be considered the most solemn occasion of an indi- 
vidual’s academic career, the granting of the advanced degree, must have 
strengthened the faith of many a young business faculty in its ability to 
give reality to the concept of a School of Business Administration of pro- 
fessional stature alongside the School of Medicine, the School of Law, the 
Divinity School and the Schools of Engineering. When the President of 
Harvard University referred to business management as a profession he 
did much more than grant an academic degree to individuals. In the 
minds of many people in the educational world business education 
thereby attained full academic stature. That was over 20 years ago. 


In the winter of 1941-42, the Society for the Advancement of Man- 
agement organized a meeting in Washington, D.C., to which were invited 
teachers of management subjects from colleges and universities through- 
out the United States and Canada. The Society for the Advancement of 
Management is one of the two largest organizations of business people 
and educators who are working together for better business management. 
The Society has one of its largest local chapters in Washington and most 
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of its membership consists of administrators employed in the many gov- 
ernment bureaus and departments. The 1941-42 meeting in Washington 
had been organized primarily for college and university teachers and in 
spite of travel difficulties, about 40 of these people gathered from schools 
throughout the country. An equal number of people not from educa- 
tional institutions took part in the meeting. These were men from gov- 
ernment who were members of the local S. A. M. chapter. 


The program of that Washington meeting may be divided conveni- 
ently into two parts: The first consisted of papers and discussions on such 
technical subjects as job evaluation, centralization vs. decentralization of 
operating control, work simplification in the clerical occupations, making 
layout the responsibility of the methods and time study group. The 
second day the papers and discussions were of quite different order. The 
general topic was Administration as a Profession and typical subjects were 
“A Code of Ethics for the Professional Administrator’; “Minimum Edu- 
cational Requirements for Sound Administration”; “Should Adminis- 
trators be Licensed by the State or by the National Government?” 


As the discussion at this meeting developed, it became clear that 
many of those present believed that management had “attained the status 
of a profession.” Like doctors, lawyers and engineers, the practitioners of 
this new profession should be required to measure up to certain standards 
of technical attainment, should subscribe to a standard code of profes- 
sional ethics and should thereupon be vested with a publicly recognized 
label comparable to the M.D. of the doctor or the C.P.A. of the certified 
public accountant. At no time during the active and enthusiastic discus- 
sion of these matters did anyone raise a single question as to the desir- 
ability of having management on such a professional basis; there seemed 
to be common acceptance of the notion that management as rapidly as 
possible should be made the exclusive prerogative of a group of licensed 
professional administrators. At no time during the day did anyone ques- 
tion the suitability of such a concept in a free enterprise type of economy. 


Undoubtedly those present who were doing the talking were thinking 
quite exclusively in terms of the techniques of administration, motion and 
time analysis, process analysis and layout, job and worker rating and the 
like. They were thinking of administration as the application of these 
techniques. To them good management, good administration was an end 
sufficient unto itself. It occurred to no proponent of the program that 
administration and management more properly might be thought of as 
simply means to an end; that the end accomplishment is the thing and 
that what was being thought of as administrative practice was nothing 
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but a tooling made necessary by the circumstances of social and economic 
development. No one voiced the opinion that good management and 
administration are of no value except as they are utilized to accomplish a 
desired end. An electric adding machine is a most admirable mechanical 
device and may be of absorbing interest to some people as a mechanism. 
Economically or socially the adding machine has no value to the public 
generally except as there is need to add a list of figures. And then its 
value lies in its ability to give an accurate result rapidly. The adding 
machine is not an end in itself. Its value is limited to its ability as a tool 
to further some valued purpose. Just so, management has no particular 
virtue in itself. Like the adding machine the value of management is 
limited to its ability to contribute to the accomplishment of some larger 
purpose of true economic and social value. 


The thinking of the S. A. M. group, while undoubtedly sincere, over- 
looked several important facts: 


1. Management or administration as it had been discussed during the 
meeting is not a profession to any greater degree than is the work of 
the bricklayer or the electrician. 


2. The proposals made by the several speakers would likely have effects 
very similar to the effects of the strongly organized brick masons’ 
union and the electricians’ union. 


3. There is real question as to the desirability of the economic and 
social effects of the monopolistic characteristics of those organizations 
whatever one may feel about the rights of the workingman to 
organize and the good that such organization has accomplished. 


44. No truly good administrator would agree that business management 
and administration should be professionalized in anything like the 
sense that the meeting seemed to be proposing. 


The best published argument pro and con on the subject of profes- 
sional management is the chapter on that subject in Robert Arron Gor- 
don’s book, “Business Leadership in the Large Corporation,” published 
by the Brookings Institution in 1945. Although this book has been the 
subject of considerable criticism, it seems that the chapter on profes- 
sionalism is rather adequately and fairly done. One might wish that the 
effects of business size and the effects of professional specialization were 
kept somewhat more separate, but the discussion of these effects on 
decision making is pointed and embrasive. 


From time to time, since the S. A.M. meeting, successful business 
executives have been asked whether they considered themselves to be 
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professional people. In every case only one standardized answer has been 
received, ‘““No, I am a businessman!”” Nor has one such successful indi- 
vidual been found who wishes to be thought of as a professional person. 
The notion even seems to be a bit repulsive to the competent business 
executive. He not infrequently will remark, “I can hire all the profes- 
sional people I need.” 


From whence, then, does the urge to give the administrator profes- 
sional status arise? Probably from three sources: (1) from collegiate 
schools of business, (2) from management consultants and consulting 
firms, and (3) from government administrators, chiefly in the national 
services. To understand this urge and the reasons therefor it is necessary 
to think about two questions: (a) What is the nature of a profession? 
and (2) Why should any man wish to be identified with a profession? 


Much in answer to these two questions can be found in the report of 
the proceedings of a meeting of educators of the Inter-Professions 
Conference on Education for Professional Responsibility held in April, 
last year. The conference was clearly impressed with the importance of a 
type of training that would assure social comprehension and understand- 
ing on the part of lawyers, engineers, ministers of the gospel, doctors and 
businessmen. No one can possibly object to the aims that were voiced 
over and over again throughout that three-day meeting. Nor does one 
take issue with the concept of the profession as embracing a body of 
thought and practice based upon such concepts as “generic principles, 
fundamental assumptions, commonly recognized empiricisms, derived 
principles or working formulas” and finally “specifications and standards 
of practice.” These are the concepts and the words to be found in a 
recent Report of the Committee (of the Engineering Societies) on Engin- 
eering Education After the War. 


What Is a Profession? 


Originally the word profession connoted self sacrifice, self negation, 
the holding of one’s personal welfare as secondary to the welfare of the 
client, to the service of society. Clearly there is no objection to such a 
high ideal. More recently professionalism has taken on at least two some- 
what different concepts, the notions of control and commercialism. The 
latter of these, commercialism, has grown up in the field of sports; the 
test of the professional boxer, the professional golfer, the professional 
football or baseball player is essentially monetary compensation. The pay 
or no-pay issue in athletics seems to me to be of much less importance 
than the motivation behind the action: participation for the sake of the 
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sport, for the sake of winning a victory, as compared to participation for 
the sake of the WINNINGS, for the dollars the winner gets. 


The control aspect of professionalism and the profession is even 
more pervasive and perhaps even less desirable than the mercenary view- 
point. Control that has as its objective the protection of society from the 
imposter and the inept is clearly highly desirable in the practice of medi- 
cine and in the assurance that bridges and buildings designed by engin- 
eers and architects will be safe. However, when controls originally 
designed for the safeguard of the public are twisted or are re-emphasized 
to produce a monopolistic advantage on the part of an organized or 
licensed few, then progress stops and society pays, and sometimes pays 
bitterly. This is not a condemnation of any of the commonly recognized 
professions of today. However, one can point readily to occasional 
internal conflict within more than one of these organizations, conflict 
between the few who wish to liberalize in the interest of progress, and 
the many who wish to protect the status quo. 


Unfortunately, professionalism today is not always the clear, clean 
dedication to service that it once was. 


If this be true, why do so many fathers urge their sons to embrace a 
profession? Why do so many youngsters work and struggle to obtain a 
professional educational equipment? Why are the lawyer, the doctor and 
the engineer looked up to by the average citizen? The notion of the pro- 
fession and the professional man in itself commonly signifies a certain 
element of achievement. The profession connotes a formal educational 
preparation. It connotes the existence of a scientific basis of action. It 
connotes the development of recognized principles. It connotes responsi- 
bility for the acts of the practitioners of the profession. It connotes pro- 
tection of the public against the acts of the incompetent and the 
irresponsible. It connotes an ethical concept. It connotes learning, 
maturity of thought, dignity, success in life. Why shouldn't the professions 
be highly regarded? The answer is that they should. 


Is Business Administration a Profession? 

While this reasoning is unassailable, there is no justification for 
stretching it to cover the work of the business executive. Why do col- 
legiate schools of business so commonly promote the concept of business 
as a profession? Historically the reasons were probably somewhat differ- 
ent from what they are today. Thirty years ago few business schools were 
accepted by the academic communities that surrounded them. It was 
rather commonly held that economics was the theory of business and that 
outside the theory of economics there was nothing left for a business 
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school that was not essentially trade school stuff. Unfortunately there 
was too frequently something to this contention. In the first place the 
business schools did not want to be branded as essentially theoretical. 
Actually they had not formulated much in the way of applicable theory 
outside the teachings of classical economics. But even had they possessed 
a body of characteristic business theory they would have hesitated to 
flourish it too broadly. The business schools were seeking the acceptance 
and support of the business community just as avidly and even more 
actively than they sought acceptance within the academic community. At 
that time many business men held a none-too-high opinion of the theories 
of the economists. Practical work of the trade school variety was 
impossible academically. Economic theory was equally impossible practic- 
ally. What then could the collegiate school of business embrace, where 
could it light? One look across the large university campus showed in- 
stantly that the answer lay in the region of the professional schools which 
had slowly established themselves as common in the university educa- 
tional scene. In the early days the business schools sought professional 
status primarily because there seemed nothing else for them to do. 


In the past few years, the collegiate schools of business have grown 
in size, in academic stature and in respect and importance in the eyes of 
the business world. The School of Business is established on the average 
campus today soundly, in its own right. It needs no unusual support 
either from within or without that it cannot justify in terms of its own 
concepts, its own accmoplishments, its own contributions to economic and 
social thought and progress. It is traditionally the collegiate school of 
business that still pursues the concept of professionalism. 


Why do management consultants fight lustily for the mantle of pro- 
fessionalism? The answer is that it means money-in-pocket. There has 
long been an influx of incompetent people into this activity with a corre- 
sponding outflow as the disappointed incompetents found it necessary to 
look elsewhere for a livelihood. This procession in and out has not 
improved the reputation of consultants generally. There is something to 
be said then for the licensing of practitioners in this field as a protection 
to the many able consultants and to the public the consultants serve. 
Here, however, one can observe the dangerous side of such action, for too 
frequently the regulation that has been suggested goes beyond realistic 
protection against incompetency and sets up conditions that certainly look 
as though someone was seeking the advantages of monopoly or at least a 
reduction in legitimate competition. Nevertheless the desire of manage- 
ment consultants for professional recognition is understandable, and per- 
haps sound. 
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Why do many government employees interest themselves so actively 
in the professionalizing of management? Probably there are three major 
reasons. The first is status, and status is almost everything in a civil ser- 
vice atmosphere. Secondly, professional status seems to go hand in hand 
with the bureaucratic trends common to organized non-profit activities. 
Finally, it would appear that only a very few of those in administrative 
positions in the government services have a realistic understanding of 
what administration and management actually are. A large majority of 
the people in government service have great interest in the tools and 
procedures of administration. These tools, mostly taken over from 
industry, are new to them. They have become so enamored of these 
devices that they believe them to be administration itself. When this 
happens, it is only natural that they come to think that what to them is 
“good management” is its own virtue. Frequently they cannot define what 
it is that is good about “good management” as they see it. Almost never 
do they think of good management as a means to an end. They confuse 
the tools of management with management. Further, they do not under- 
stand that unless management is directed to a productive purpose that 
nothing of worth is accomplished. To these people recognition of facility 
in the handling of tools seems a most important personal objective. Status 
requires that such facility be elevated above the trade concepts of the 
vocational school. To them that means professionalism. What they fail 
to understand is that what they actually should be seeking is recognition 
as technicians, specialists in the use of tools and devices. 


Disadvantages of Professional Management 

There are several objections to the concept of professional business 
management which stem from a consideration of the essence of true man- 
agement — Leadership, Decision Making, and Enterprise. These are the 
fundamentals of management in its constructive sense, in the sense of 
building, pushing forward, the creation of new values for social con- 
sumption and at the same time increasing the command of the average 
consumer over the fruits of production. The reaching of any such goals 
calls for far more than a knowledge of tools and skill in their use. 


Furthermore, a good executive would not subscribe to the notion that 
all business decisions should be scientifically sound. On this point he 
would be in rather complete agreement with Mr. Gordon, who says 
“, . . the business leader's decisions are not necessarily predetermined by 
underlying economic forces. What the business leader does and the deci- 
sions he makes depend in part upon the kind of person he is, the leader- 
ship organization within which he operates, the institutional pressures 
which bear upon him, and the incentives to which he reacts.” Rarely 
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should the decisions of the true business leader be dictated by purely 
economic forces. The potentialities of a business situation frequently are 
far too complicated to permit of the best decisions in terms of pure 
economic concepts. An example of this type of problem is evident in 
the situation of the Ford Motor Company in its relation to union demands 
for increased hourly pay rates and for pensions. Someone in that company 
has to reach some conclusions, make some decisions and what those deci- 
sions should be certainly involve much more than the pure economics of 
the situation. There is opportunity for leadership there provided that 
decisions are made with due consideration for the character and strength 
of the organization involved, several different institutional pressures and 
other kindred considerations, not the least of which is general public 
good. 


The kind of a man the executive is has a bearing on the decisions he 
makes, and it should have. “Enterprising, conservative, daring, calculat- 
ing, cautious, innovator, progressive, aggressive, a fighter, careful, plays 
close to his chest, imaginative, lone wolf, organization man, likes young 
men around him, has to have an entourage, straight shooter, his assistants 
are all yes-men," these are phrases we have all heard applied to this or 
that executive. Clearly, different kinds of men hold executive positions. 
Equally surely the decisions an executive makes are influenced by the 
kind of man he is. 


Does the fact that he is a professional have any effect on the deci- 
sions a man makes? The professional is likely to be and to think like a 
specialist. He is likely to focus his attention on techniques and what he 
calls “principles.” Actually these “principles” are likely to be formulas or 
rules of procedure rather than true generic principles. Professional execu- 
tives tend to create more organization — formal organization — bureau- 
cratic organization. The establishment of bureaucratic empires within an 
organization makes for inflexibility and resistance to change. The busi- 
ness executive who seeks to become a creative leader certainly is handi- 
capped by such rigidities and such resistances. 


In addition, the professional administrator is seldom an innovator. 
He tends to play safe to maintain the status quo, he entrenches, he is 
financially cautious, he places solvency and liquidity of a concern ahead 
of profitability in his thinking. The mind of the professional admiisn- 
trator is usually focused on his job, his position, his firm as an institution. 
He sees and thinks as a craftsman thinks. There are many reasons why 
the professional person thinks in this manner, and not the least of these 
is that perhaps unconsciously, such an executive thinks like a hired man. 
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He has little if any financial stake in the business or organization he man- 
ages. This is particularly important in the case of the government 
employee. Under those circumstances the business executive may be less 
ready to take risks because he does not share commensurately in the 
profits that arise therefrom and any loss that results from being wrong 
may well place the executive's job in jeopardy. 


Much thinking by business men about free enterprise, the competi- 
tive system, has a strong element of owner-management in it. To some 
extent this thinking needs revision as a result of the inevitable division of 
ownership from management that has come with the modern huge cor- 
poration. In large corporations many decisions have to be made by 
salaried specialists. Many of these men have the professional point of 
view—they are specialized experts, intensively but narrowly trained. 
Their decisions tend to be narrow decisions — lacking in the breadth of 
consideration that is so essential to the welfare of the business as a whole. 
Such men think in terms of their specialized professional objectives—not 
in terms of the objectives of the business as an economic and social entity 
operating in a dynamic world environment. Such thought as they give to 
the effects of their decisions on consumers, stockholders, creditors, the 
economy of the country as a whole are likely to be secondary to their 
attention to the effective performance of the functions which are their 
special responsibilities. 


There is much evidence that an executive with a strong professional 
interest is influenced in the decisions he makes by that professional bias. 
Examples of this may be commonly observed in the cases of the profes- 
sional accountant and the professional industrial engineer. Management 
needs the services of these professional specialists but knows well (or 
soon learns) the necessity of carefully weighing and fitting in the advice 
they give. 


In business, size engenders professionalism. The large corporation 
must have many professional specialists. Many decisions that affect the 
over-all welfare of the business are made by these specialists. Under such 
conditions the job of the chief executive or the top executive group tends 
to call for a relatively large amount of co-ordination. If the business were 
smaller, if more of the decisions down the line were made by executives 
of less specialized, less professional, outlook, there would be less need for 
co-ordination. Less of the time and energy of the top executives would 
need to be devoted to straightening out the individual rights that make 
for collective wrongs. More of the top executive effort could be devoted 
to constructive development and to leadership. Many businesses have 














98 The Quarterly Review of Commerce 


suffered from executive specialization and have taken steps to correct the 
situation by reduction of size, usually of operating unit. This helps, but 
it does not meet the effect of professional type thinking. 


There is real danger in the big organization that top management 
will come to look upon its function as essentially that of co-ordinating 
the work of professional specialists. In the big organization there is more 
than the usual need for non-professional, non-restrictive through and 
action at the top. If the economies and efficiencies of large business units 
are to be realized, leadership and enterprise of a very high order must 
dominate the operation. Actually much of the so-called “over-specializa- 
tion” of modern business is not excessive specialization at all but rather 
professional attitudes and professional thinking on the part of the special- 
ists that are necessary to the operation. A reduction in the size of the 
operating unit may reduce the amount of specialization required, but it 
will not in itself change professional type thought and decision. In many 
cases large units could be effective with specialization if the professional 
type of thought and action could be removed from the picture, but this 
is not commonly recognized. 


Responsibilities of Business Men? Business Students and Business Teachers 


What can and should businessmen, students of business about to 
become businessmen, and teachers of such students do about this increase 
of professionalism in business? Surely there is one point upon which all 
will agree. In so far as professionalism induces acceptance of a wide 
social responsibility, recognition of the need for service and stimulation 
of willingness and desire to render service, all will approve and work for 
such concepts of professionalism. To whatever extent professionalism 
tends to focus attention on the tools, and the skills required in the use of 
the tools, as being worthwhile in their own right, ends and objectives in 
themselves, they should be actively opposed to such a concept of, or 
result from, professionalism. The bureaucracy that tends to result from 
professional inbreeding, the static economy and society that would 
inevitably follow widespread professionalism in business management, 
is highly undesirable. It would be unpleasant to live in the second or 
third rate nation that such an economy would produce. 


Businessmen should work hard to do all of the many things they 
may find it possible to do to keep the men in their organizations, young 
men particularly, from becoming professionally restrictive in their think- 
ing. Widen the scope of their observation, broaden their horizons, get 
them to thinking and making in terms of the future of their business as a 
whole. Young men who are soon to undertake the beginnings of business 
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responsibilities should try to seek jobs of a nature that will give them an 
opportunity to develop broadly, the less specialization the better. They 
should seek operating jobs, line jobs if jossible, in preference to staff 
jobs. Let staff experiences come later when the operational point of view 
is more thoroughly understood. 


Those who teach in this field should make a constant effort to avoid 
the self-hypnotic effects of concentration in our fields of so-called special 
interest. They should not confuse the much-touted scientific approach 
with technological specialization. They should avoid professional bias in 
their personal thinking and doing. They must, above all, never succumb 
to the detachment of the occasional doctor who thinks of his patient as a 
most interesting case. 


It is indeed more difficult to teach imagination, enterprise, accept- 
ance of responsibility and leadership, than it is to teach some other things, 
but as teachers of business leaders that is their true job. Admittedly all 
too little is known about how to do that job well. However, it is not 
necessary that they know everything that might be known about what we 
are trying to do just so long as we are sure of their direction and have 
faith in the rightness of their destination. 


In large measure the assurance of a future society of free men and 
women in this world is in the hands of today’s leaders, who must hold 
fast and preserve the opportunities the past has given us; in the hands of 
the teachers who are privileged in their opportunity to interpret that part 
and make clear the needs of the future; in the hands of the young men 
and women of today who are the only hope we have for a tomorrow of 
opportunity. If all of this group realize that “Management” is in itself 
merely the “Means” and not the “End,” the future of business and gov- 
ernment will be safe in their care. 








